4. 


JUL  ^0  1969 


San  Francisco 

Law  Library 

4'36    CITY    HAM. 


KXTUACT    FFtOM    Itl'LES 

Rule  U.  Books  and  other  legal  material  may  be  borrowed  from 
the  San  KrajicUco  Law  Libraiy  for  use  within  the  City  and  County  of  San 
Franciico,  for  the  periods  of  time  and  on  tiic  conditions  hereinafter  pro- 
»ided.  by  the  judges  of  all  rourls  situated  within  the  Cily  and  County, 
by  Municipal,  State  and  Federal  officers,  and  any  member  of  the  Slate 
Bar  in  good  standini;  and  praclicini;  law  in  the  City  and  County  of  San 
Francisro.  Each  book  or  other  item  so  borrowed  shall  be  returned  willini 
five  days  or  such  shorter  period  as  the  Librarian  shall  require  for  books 
of  special  character,  including  books  constantly  in  use.  or  of  unusual 
lalue.  The  Librarian  may,  in  bis  discretion,  grant  such  renewals  and  ex- 
tensions of  time  for  the  return  of  books  as  he  may  deem  proper  under 
Ifie  particular  circumstances  and  lo  the  best  interests  of  the  Library  and 
its  patrons.  Books  shall  not  be  borrowed  or  witlidrawn  from  the  Library  by 
the  general  public  or  by  law  studetits  except  in  unusual  eases  of  ex- 
tenuating circumstances  and  within   the  discretion  of  the  Librarian. 

Rule  2a.  No  book  or  other  item  shall  be  removed  or  withdrawn  from 
tlie  Librarj'  by  anyone  lor  any  purpose  without  first  givins  written  receipt 
in  such  form  as  shall  be  prescribed  and  furnished  for  the  purpose,  failure  of 
wiiich  shall  be  ground  lor  saspension  or  denial  of  the  privilege  of  the 
Libra  r>'. 

Kule  .'la  No  book  or  other  material  in  the  Librarj-  shall  have  the 
leaves  folded  down,  or  be  maiked,  dog-eared,  or  otherwise  soiled,  de- 
faced or  injured,  and  any  (jerson  violating  this  provision  shall  be  liable 
for  a  Bum  not  exceeding  treble  the  cost  of  repl.iceniont  of  the  book  or 
other  material  so  treated  and  may  be  denied  the  further  privilege  of 
llic  Librarj-. 


Digitized  by  the  Internet  Archive 

in  2010  with  funding  from 

Public.Resource.org  and  Law.Gov 


http://www.archive.org/details/govuscourtsca9briefs3482 


No.  22.482 


IN  THE 


United  States  Court  of  Appeals 

For  the  Ninth  Circuit 


Ck>VERN 


\rr'".r 


On  Appeal  from  the  District  Court  of  Guam 
APPELLEE'S  BRIEF 


Attornoy  (iiii<  i:il, 

Tnr.MX'.  M    VViLi.; 

iioyOeaeral, 


FILED 


*hiP 


MA.  &  LUCK 


■  AN    rRANCIBCO,    CA  i 


Subject  Index 

Page 

Juinsdictional   Statement    1 

Statement  of  Facts   1 

Issues  Presented 5 

Summary  of  Argument   6 

Argument     7 

Evidence    supporting    challenged    findings    specified    by 

plaintiff  as  error   13 

Conclusion    16 

Certificate    16 


Table  of  Authorities  Cited 


Cases  Pages 

Fritz  V.  Thompson,  271  P.2d  205  15 

Interstate  Circuit  v.  United  States,  306  U.S.  208,  59  S.Ct. 

467    (1939)    10 

Niederkrome  v.  Commissioner,  266  F.2d  238  (C.A.  9,  1959), 
cert,  den.,  sub  nom  Royce  v.  Com.,  359  U.S.  945,  79  S.Ct. 

725    (1959)    11 

Noble  V.  Learned,  153  Cal.  245,  94  P.  1047  15 

Pool  V.  Leone,  374  F.2d  961  (C.A.  10,  1967),  cert.  den.  389 

U.S.  943   12 

Smith  V.  Howard,  322  P.2d  1034  15 

Welch  V.  Hclvering,  290  U.S.  Ill,  54  S.Ct.  8  (1933) 11 

Wcltman  v.  Kayc,  334  P.2d  917  15 

Statutes 

Internal  Revenue  Code: 

Section  7422(e)    12, 13 

Organic  Act  of  Guam,  Section  31   1 

28  U.S.C.  Sections  41,  1291,  1294(4)    1 

48  U.S.C.A.  Section  1421i(h),(i)    1 

72  Stat.  681    (1958)    1 


No.  22,482 

IN  THE 

United  States  Court  of  Appeals 
For  the  Ninth  Circuit 


Accurate  Electric  Co.  (Guam)  Inc., 

Appellant, 

vs. 

Government  of  Guam, 


Appellee. 


On  Appeal  from  the  District  Court  of  Guam 
APPELLEE'S  BRIEF 


JURISDICTIONAL  STATEMENT 

Jui-isdictioii  of  this  action  is  vested  in  the  District 
Court  of  Guam  by  Section  31  of  the  Organic  Act  of 
Guam,  as  amended.  72  Stat.  681  (1958),  48  U.S.C.A. 
Section  1421i(h)  (i).  This  Court  has  jurisdiction  of 
this  appeal.  28  U.S.C.  Sections  41,  1291  and  1294(4). 


STATEMENT  OF  FACTS 

The  appellant  herein.  Accurate  Electric  Co. 
(Guam),  Inc.,  is  a  corporation  existing  imder  the 
laws  of  Guam  and  at  all  times  material  to  the  issues 
herein  it  actively  operated  an  electrical  contracting 


business  m  Gruam.  By  c-ommon  stock  ownershii),  ap- 
pellant was  affiliated  with  Accurate  Electric  Co.,  a 
California  corporation  and  with  Land  Sales  of  Amer- 
ica, Limited,  a  Hong  Kong  corporation,  which  did 
business  in  California  of  "buying  and  selling".  It  was 
not  shown  that  they  were  authorized  to  do  business 
in  Guam  or  that  they  did  business  in  Guam. 
(T.R.  IL) 

In  1958  Elmer  L.  Farris  owned  the  entire  outstand- 
ing shares  in  these  three  corporations  except  for  the 
qualifying  shares.  (T.R.  4-7.) 

In  1958  the  California  corx3oration  entered  into  con- 
tracts with  Empire  Gas  and  Engineering  Co.  in 
Miami,  Florida  to  perform  certain  electrical  construc- 
tion work  in  Guam  for  Empire,  which  was  a  general 
contractor  having  contracts  with  the  Navy  in  Guam. 
(T.R.  5.) 

Subsequently  the  California  corporation  subcon- 
tracted the  labor  portion  of  such  contracts  to  the 
Guam  corporation  and  subconti'acted  the  materials 
portions  to  Accurate.  (T.R.  5-6.)  On  March  5,  1958  a 
special  meeting  of  the  Board  of  Directors  of  Accurate 
was  held.  (Exhibit  2.)  The  only  directors  shown  are 
Elmer  L.  Fan-is,  who  owned  and  controlled  all  but 
the  qualifying  shares  of  plaintiff  corporation,  th( 
California  corporation  and  Land  Sales  of  America, 
Ltd.  and  Elaine  Farris.  (Plaintiff's  Exhibit  2.)  At 
such  special  meeting,  the  minutes  show  the  various 
assig-mnents  referred  to  above.  All  these  various  as- 
signments provided  that  the  books  would  be  kept  by 
Accurate  (California)  and  a  sendee  charge  would  be 


paid  to  Accurate  of  California  of  $5,000.00  per  year 
for  services. 

No  effective  assigTimeiit  of  the  authority  to  make 
purchases  of  materials  was  ever  effectively  assign cil 
to  Land  Sales.  Plaintiff"  concedes  that  "Land  Sales 
was  not  doing-  business  in  Guam."  (T.R.  43,  line  15.) 
Apparently  Land  Sales  was  not  qualified  in  Guam 
(T.R.  11)  and  did  not  operate  there  (T.R.  34,  lines 
14-18).  There  is  no  evidence  that  any  assignment  was 
even  accepted  by  Land  Sales;  that  any  purchases 
were  made  by  Land  Sales;  that  Land  Sales  had  ever 
invoiced  or  collected  any  charges  for  materials  to  any 
one  under  these  contracts,  or  that  Land  Sales  ever 
did  any  work  in  Guam.  Whatever  the  original  inten- 
tion may  have  been,  such  intention  was  never  imple- 
mented. (Defendant's  Exhibits  B,  C,  D  and  E.) 

Plaintiff  corporation  performed  not  only  the  labor 
end  of  Empire's  electrical  work  but  also  performed 
the  materials  portion  thereof.   (T.R.  34,  35  and  36.) 

Plaintiff's  books  of  account  were  maintained  under 
the  supervision  of  William  Boyd,  a  qualified  public 
accomitant,  who  also  made  plaintiff's  original  returns 
(Defendant's  Exhibits  B,  C,  D  and  E)  from  such 
books.  These  returns  included  in  plaintiff's  income, 
the  entire  income  (both  labor  and  material  portions) 
from  the  Empire  Gas  and  Engineering  Co.  contracts. 
(T.R.  18,  19  and  22.)  The  books  and  records  of  plain- 
tiff, of  Accurate  (California)  and  of  Land  Sales  were 
all  separately  maintained  from  each  other.  (T.R.  22, 
lines  20-22.)  They  were  all  maintained  under  Boyd's 
supervision.   (T.R.  22,  lines  23-24.) 


The  ''thought"  of  shifting-  the  material  poi-tion  of 
the  Empire  contracts  from  plaintiff's  income  to  Land 
Sales  income,  was  "brought  up"  when  the  "business 
privilege  tax"  was  charged  to  plaintiff  and  later  re- 
moved. (T.R.  8,  9  and  22.)  This  tax  had  been  imposed 
with  respect  to  the  material  or  property  portion  of 
the  Empire  contract,  but  it  was  removed  because 
"title  to  the  property  passed  outside  of  Gruam".  (T.R. 
37,  lines  18-26.) 

Plaintiff's  books,  reflecting  the  truth  of  the  actual 
realization  of  this  income,  were  not  produced  in  coiu-t 
to  prove  this  vital  issue,  notwithstanding  the  lower 
court's  pointed  criticism  in  the  court's  pretrial  order, 
regarding  plaintiff's  faihire  to  produce  these  books 
at  pretrial.   (See  also  T.R.  40,  lines  7-13.) 

Years  after  the  original  returns  were  filed,  amended 
returns  were  filed,  in  which  the  material  portions  of 
the  income  from  the  Empire  contracts  were  omitted 
from  plaintiff's  amended  returns  (T.R.  10,  11)  and 
plamtiff  filed  claims  for  refund  on  such  basis.  In  the 
deficiency  notice  (Exhibit  12)  and  in  denying  plain- 
tiff's claims  for  refund,  defendant  restored  to 
plaintiff's  income  the  material  portion  of  the  Empire 
contracts  and  computed  plaintiff's  income  on  the 
basis  of  the  percentage  of  completion  of  the  Empire 
contracts.    (T.R.   48,  lines   17-24.) 

The  deficiency  notice  "was  not  based  on  the 
amended  returns  filed,"  (T.R.  48,  lines  17-19  and  T.R. 
49,  lines  11-18),  but  iiicluded  both  the  material  por- 
tion and  the  labor  portion  of  the  Empire  contracts  in 


Ijetitioner's   income.    ( Petititmer's   Exhibit   12,   titate- 
ment  p.  1,  paragraphs  2  and  3.) 


ISSUES  PRESENTED 

1.  District  Court  did  not  err  in  determining  that 
the  material  portions  of  the  Empire  Engineering  con- 
tracts in  issue  were  actually  pei'formed  by  and  real- 
ized by  Accurate  Electric  Co.   (Guam,)  Inc. 

2.  District  Court  did  not  err  in  refusing  to  grant 
a  new  trial,  when  the  couri  in  its  pretrial  order  had 
criticized  plaintiff  for  not  producing  its  books  and 
records  at  the  pretrial  conference. 

3.  May  the  trial  court  make  findings  of  fact  from 
any  evidence  adduced  at  the  trial  which,  in  its  judg- 
ment, has  a  bearing  on  the  issues'? 

4.  Is  the  defendant  estopped  to  include  in  plaintiff's 
income,  the  material  portion  of  the  Empire  contract 
mcome,  when  defendant  removes  the  business  privi- 
lege tax  from  such  material? 

5.  Was  plaintiff  surprised  or  misled  by  any  action 
by  the  District  Court,  or  by  defendant,  into  failing 
to  produce  its  book  of  account  and  other  records  as 
eividence  before  the  District  Couri? 

6.  Is  it  material  to  the  issues  herein,  that  defendant 
may  not  have  contended  before  the  District  Couri  that 
the  maintenance  of  plaintiff's  books  of  account  and 
records  outside  of  Guam  had  any  bearing  on  the  tax- 
able issues'? 


7.  Does  plaintiff's  i'ailure  to  produce  in  evidence  its 
books  of  accoimt  and  records,  create  an  inference 
that,  if  produced,  such  books  and  records  would  have 
supported  Commissioner's  position  that  the  entire 
Empire  contract  income  was  realized  by  plaintiff? 


SUMMARY  OF  ARGUMENT 

Defendant  contends  that  plaintiff  realized  the  ma- 
terial poi-tions  of  income  from  its  contracts  with 
Empire  Engineering,  which  plaintiff  had  repoi*ted  in 
its  original  returns  from  its  books  of  accoimt  and 
other  records  and  the  Conmiissioner  of  Revenue  and 
Taxation  had  assessed  a  deficiency  in  Guam  income 
taxes  against  x>laintiff,  includmg-  in  income  such  ma- 
terial portions  from  the  Empire  Engineering  con- 
tracts. The  Commissioner's  denial  of  plairitiff's  claims 
for  refund  was  also  based  upon  the  inclusion  in  plain- 
tiff's income  of  such  material  portions  thereof. 

The  burden  of  proof  was  u])on  plaintiff  to  show 
that  it  had  not  realized  such  material  income  and 
plaintiff  failed  to  produce  in  coui*t  its  books  of  ac- 
comit  and  other  records,  which  would  have  proved 
who  realized  such  income.  No  other  evidence  was  pro- 
duced to  show  that  plaintiff  did  not  realize  such 
income,  as  originally  interpreted  by  it  from  its  books 
of  account  and  as  reported  in  its  original  returns. 

Plaintiff'  failed  to  adduce  sufficient  evidence  to 
overcome  the  presumption  of  correctness  of  the  Com- 


missioner's  denial  of  ])laintiif' s  claims  and  his  dcter- 
miiiation  of  deficiencies. 


ARGUMENT 

Plaintiff's  claims  for  refnnd  were  based  primarily 
upon  its  contention  that  Land  Sales  of  America,  Inc. 
and  not  plaintiff  corporation  had  i-ealized  th(^  material 
portions  of  the  income  from  the  contracts  with  Em- 
Xiire  Engineering.  The  deteiTnination  of  the  defici- 
encies of  $9,855.42  also  turns  on  the  same  issue. 

This  entire  contract  was  perfomied  on  Guam  and 
the  evidence  shows  that  plaintiff.  Accurate  Electric 
Company  (Guam),  Inc.  performed  all  the  material 
portions  of  such  work  on  Guam.  (T.R.  34,  35  and  36.) 
Accurate  Electric  Co.  (Guam)  was  entitled  to  be 
compensated  for  this  valuable  performance  and  not 
the  alleged  assignee  which  did  nothmg. 

There  is  no  issue  relative  to  the  realization  by 
plaintiff  of  the  laibor  portion  of  the  income. 

While  appellee's  witness  Hassell  "admitted"  that 
the  materials  portion  of  the  Empire  contract  was  tax- 
able to  "the  corporation  which  realized  it"  (T.R.  36- 
37),  plaintiff,  in  filing  its  original  returns  from  its 
books  of  account,  reported  such  material  portions  of 
the  income,  based  upon  its  own  interpretation  of  its 
books,  the  perfonnance,  the  contracts  and  any  assign- 
ments, that  plaintiff  had  actually  received  and  hence 
realized  such  material  portions  of  the  income  for  its 
owii  use  and  profit.  Plaintiff  failed  to  produce  any 


evidence  to  prove  that  Land  Sales  or  any  entity  other 
than  Aceiu-ate  Electric  Co.  (Guam),  Inc.  had  actually 
realized  such  material  poi-tions  of  the  income  from 
the  Empire  contract,  or  was  entitled  to  receive  any 
of  such  income  for  having  j^erfonned  the  material 
portion  of  the  contract. 

Plaintiff's  books  of  account  and  records  were  main- 
tained since  1959  under  the  supervision  of  William 
Boyd,  a  qualified  public  accountant.  (T.R.  18,  20.)  He 
had  been  doing  all  of  the  accounting  for  Accurate 
Electric  (Guam)  all  during  that  time.  Boyd  made  up 
plaintiff's  original  income  tax  returns  from  its  books 
for  plaintiff  for  the  fiscal  years  1959,  1960,  1961,  1962, 
and  1963.  (T.R.  19.)  Presumably,  plaintiff's  books  of 
accomit  for  these  years  correctly  included  both  the 
material  portions  and  the  labor  poriions  of  plaintiff's 
income  from  the  Empire  Gas  and  Engineering  Co. 
contract,  as  plaintiff's  income,  because,  when  Boyd 
made  up  the  Guam  income  tax  returns  for  plaintiff 
for  those  years  from  these  books,  he  included  such 
income  as  plaintiff's  income  in  such  returns. 

The  "thought"  of  filing  amended  retui'ns  for  plain- 
tiff, which  shifted  the  material  portion  of  the  Empire 
contract  income  from  jilaintiff,  was  ''brought  up" 
wiien  the  gross  receipts  tax  or  business  privilege  tax 
was  removed  from  the  material  under  the  contract 
(T.R.  22,  lines  12-15),  because  title  to  such  material 
passed  outside  of  Guam  (T.R.  37,  lines  18-26). 

This  elimhiation  of  this  entirely  diff'erent  tax  from 
the  matei'ial  has  no  bearing  oi-  relevance  whatsoever 
to  the  incidence  of  the  income  tax  of  plaintiff  from 


this  material  portion  of  the  Empire  contract  income. 
It  does  not  render  ] plaintiff's  Guam  operation  income 
from  the  contracts,  taxable  to  Accurate  (California) 
or  to  Land  Sales,  neither  of  which  operated  in  Guam. 
The  income  remained  plaintiff's  Guam  income  and  it 
is,  therefore,  Guam  taxable  income  to  ])laintiff. 

The  alleged  ''mistake"  of  plaintiff  of  originally  in- 
cludmg  its  material  poi-tion  of  its  Empire  contract 
income  in  plaintiff's  income,  is  not  an  acceptable  rea- 
son for  shifting  plaintiff's  income  to  another  by  filing 
erroneous  amended  returns,  which  excluded  it.  The 
removal  of  the  gross  receipts  tax  from  the  material 
does  not  require  similar  removal  of  plaintiff's  income 
tax  from  the  material  sales.  The  incidence  of  the  gross 
receipts  tax  has  no  bearing  on  the  incidence  of  plain- 
tiff's income  tax  on  its  Guam  business  operations.  The 
business  privilege  tax  was  removed  only  because  title 
passed  outside  of  Guam.  (T.R.  37,  lines  18-26.) 

By  this  action,  the  Commissioner  is  not  estopped, 
for  income  tax  purposes,  to  tax  the  material  portion 
of  the  Empire  Contracts  income  to  plaintiff.  None  of 
tlie  elements  of  estoppel  is  present.  None  was  argued 
by  plaintiff  in  its  brief. 

The  Commissioner's  restoration  of  this  material 
X/oi-tion  of  the  Empire  contract  income  to  plaintiff  is 
fully  justified  by  the  record.  It  was  not  a  "mistake" 
to  so  include  such  income  originally.  The  Commis- 
sioner's assessments,  which  are  in  issue  here,  were 
based  upon  the  premise  that  all  siu-h  income  was  real- 
ized by  plaintilf,  including  the  material  portions  of 
the  contract  with  Empire.  No  evidence  contradicting 
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the  realization  of  this  income  by  plaintiff,  Accnrat© 
Electric  Co.  (G-uam),  Inc.  was  produced.  The  correct- 
ness of  the  Commissioner's  actions  contested  herein 
could  have  been  confirmed  or  refuted  by  the  produc- 
tion by  plaintiff  of  its  books  of  account  and  other 
records,  but  plaintiff  significantly  chose  not  to  pro- 
duce them. 

Plaintiff*  failed  to  prove  that  it  was  surprised  or 
misled  by  any  action  of  the  District  Court  or  of  de- 
fendant into  failing-  to  produce  its  books  and  records 
as  evidence  before  the  District  Court. 

Plaintiff's  failure  to  produce  such  books  and  rec- 
ords creates  a  strong  inference  that  the  books  and 
records  would  have  supported  the  Commissioner's 
position  had  they  been  made  available  to  the  District 
Court  as  evidence. 

"...  The  production  of  weak  evidence  when 
strong  is  available  can  lead  only  to  the  conclusion  I 
that  the  strong  would  have  been  adverse.  Clifton 
V.  United  States,  4  How.  242,  247,  11  L.Ed.  957. 
Silence  then  becomes  evidence  of  the  most  con-  j 
■\dncing  character  .  .  ."  citing  cases.  Interstate 
Circuit  V.  United  States  306  U.  S.  208,  226,  59 
S.Ct.  467,  474.  (1939).  j 

Plaintiff'  was  charged  with  the  necessity  of  pro- 
ducing such  books  and  records  by  the  District  Court 
in  his  Pretrial  Order  of  June  18,  1967  in  which  he 
said  in  part: 

"There  was  very  little  discussion  at  the  pretrial 
conference  because  the  plaintiff's  books  were  not 
available  locally,  but  the  plaintiff  contended  that 
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its  business  practices  were  interwoven  with  those 
of  a  California  corporation  and  certain  sub- 
contracts." 

Under  these  circumstances,  certainly  plaintiff  is 
in  no  position  to  claim  "surprise"  or  being-  "misled 
into  not  producing-  all  of  the  original  books  and  rec- 
ords pertaining  to  the  litigation".  Plaintiff  was 
actually  warned,  so  to  speak,  by  the  District  Coui-t 
to  produce  the  records,  by  the  court's  pretrial  order. 

The  vital  necessity  for  having  the  books  in  coui-t  is 
indicated  by  the  witness  Hassell.  (T.R.  40,  lines  7-13.) 

Plaintiff  had  the  burden  of  proof  and  it  cannot 
shift  to  the  District  Coui-t  or  to  the  defendant,  the 
responsibility  for  its  own  failure  to  produce  the  books 
and  records  in  court,  as  required  by  its  burden  of 
proof. 

The  Court  of  Appeals  for  the  Ninth  Circuit  has 
"consistently  held  that  determination  by  the  Com- 
missioner raises  a  presumption  of  correctness  which 
disa]:>pears,  onc(^  evidence  which  would  su]iport  a  con- 
trary finding  has  been  adduced  in  the  trial  of  a  con- 
tested issue  ..." 

Niederkrome  v.  Commissioner  266  F.2d  238,  241 
(C.A.  9,  1959)  certiorari  denied,  suJ)  noin.  Royce  v. 
Com.  359  U.S.  945,  79  S.Ct.  725  (1959) ;  Welch  v.  Hel- 
vering  290  U.S.  Ill,  115,  54  S.Ct.  8,  9  (1983). 

No  evidence  which  would  support  a  findmg  con- 
trary to  the  realization  of  the  material  poi'tion  of  the 
income  from  the  Empire  contract  by  plaintiff,  was 
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adduced  by  the  plaiiititt'.  The  judgment  of  the  Dis- 
trict Court  must,  therefore,  be  affirmed. 

"A  motion  for  a  new  trial  is  addressed  to  the 
sound  discretion  of  the  trial  court  and  an  order 
on  such  a  motion  is  generally  not  reviewable  ex- 
cept when  the  trial  judge  acts  imder  a  mistake  of 
law,  lacks  power  to  grant  the  motion,  fails  to  ex- 
ercise his  discretion  or  abuses  his  discretion." 
Pool  V.  Leone  374  F.2d  961,  963,  964,  (C.A.  10, 
1967)  cei-t.  den.  389  U.S.  943. 

None  of  these  circumstances  is  applicable  to  the 
situation  here.  The  motion  for  new  trial  was  properly 
denied. 

Plaintiff  argues  (pages  11  and  12)  that  Section 
7422  (e)  (Internal  Revenue  Code  1954)  prevents  the 
District  Court  from  making  its  decision  final  as  to  the 
deficiency  of  $9,855.42. 

The  suit  on  the  taxpayer's  claims  for  refimd  was 
filed  on  April  10,  1967.  Prior  to  that  date,  the  period 
(150  days)  within  which  plaintiff  could  have  peti- 
tioned, but  did  not  petition  Tax  Court,  plus  60  days 
thereafter,  had  expired  and  the  deficiency  then  be- 
came collectible  by  defendant.  The  issues  in  the  claims 
for  refund  and  in  the  deficiency  notice  both  involved 
the  inclusion  of  the  material  portion  of  plaintiff's  in- 
come from  the  Empire  Gas  and  Engineering  con- 
tracts. The  court's  decision  on  the  claims  for  refund 
is  re^  judicata  as  to  the  deficiency  determined  by  de- 
fendant in  the  matter  of  the  inclusion  of  this  income 
in  plaintiff's  income  for  the  years  involved.  The 
court's  decision  is,  therefore,  final  on  this  inclusion 
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both  as  to  the  claims  for  refund  and  as  to  the  de- 
ficiency determined  on  April  10,  1967  and  obviously 
the  provisions  of  Section  7422  (e)  of  the  Internal 
Revenue  Code  are  wholly  without  application  here, 
as  was  improperly  argued  by  plaintiff  on  pages  11 
and  12  of  its  brief. 

It  is  wholly  immaterial  that  defendant  may  not 
have  contended  that  the  maintenance  of  plaintiff's 
books  and  records  outside  of  Guam  had  any  bearing 
on  the  taxable  issues  involved  in  this  action. 


EVIDENCE   SUPPORTING   CHALLENGED   FINDINGS 
SPECIFIED  BY  PLAINTIFF  AS  ERROR 

Plaintiff,  in  its  brief,  specified  as  error  the  follow- 
ing findings  of  the  trial  court: 

1.  The  District  Court's  finding  that  there  was  no 
effective  assignment  of  the  material  portion  of 
the  Empire  subcontract  to  Land  Sales  by  Ac- 
curate Electric  Co.  (Guam). 

2.  The  District  Court's  finding  that  Accurate 
Electric  Co.  (Guam)  purchased  any  materials 
for  its  own  account. 

3.  The  District  Court's  finding  that  Accurate 
Electric  (California)  made  an  effective  assign- 
ment of  the  materia]  portion  of  the  Empire 
subcontract  to  Accurate  Electric  Co.  (Guam). 

Except  for  the  (piali tying  shares,  Elmer  Li.  Farris 
owned  and  controlled  all  the  outstanding  shares  of 
Accurate  Electric  Co.  (Guam),  Accurate  Electric  Co. 
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(California)  aiid  Land  Sales  of  America  Ltd.  (a 
Hong  Kong  Corporation)  and  was  an  officer  and  di- 
rector of  each  such  corporation.  (T.R.  4,  5,  6,  PI. 
Exhibit  2.)  Of  these  three  corporations,  only  Accurate 
Electric  Co.  (Giuim)  was  authorized  to  operate  in 
Guam,  It  was  the  onl}^  corporation  of  the  three  which 
actually  was  shown  to  have  operated  in  Guam.  (T.R.  | 
7,  11,  34,  35  and  36.) 

Accurate  Electric  Co.  (Guam)  actually  performed 
in  Guam,  all  of  the  material  portion  of  the  Empire 
contracts.  (T.R.  34,  35  and  36.)  Plaintiff  conceded 
that  "Land  Sales  was  not  doing  business  in  Guam". 
(T.R.  43,  line  15.) 

The  Empire  contracts  income  was  run  through  the 
books  of  Accurate  Electric  Co.  (Guam)  as  indicated 
by  the  original  returns  made  from  those  books  by  a 
qualified  public  accountant,  who  supervised  the  keep- 
ing of  such  iDooks,  and  reported  such  income  as  the 
income  of  Accurate  Electric  Co.  (Guam).  (T.R.  18, 
19,  20,  22,  23,  24,  Defendant's  Exhibits  B,  C,  D 
and  E.) 

The  "thought"  of  shifting  the  material  poi-tion  of 
the  Empire  contracts,  was  "brought  up"  when  the 
business  pri^dlege  tax  was  charged  to  plaintiff  and 
later  removed  (T.R.  8,  9  and  22),  because  "title  to  the 
propei-ty  passed  outside  of  Guam"  (T.R.  37,  lines 
18-26). 

These  facts  are  wholly  inconsistent  with  any  effec- 
tive assignment  to  Land  Sales  of  America  Ltd.  (Hong  j 
Kong).    These    facts    are    consistent    onhi    with    the 
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assi^unent  of  the  materials  portion  of  the  Emigre 
contract  to  Accui'ate  Electric  Co.  (Guam).  It  must 
be  assumed  that,  no  matter  how  informal  the  means 
Elmer  L.  Farris  employed  his  control  of  this  grou]) 
of  corporations  to  effectively  assign  the  material  por- 
tion of  the  Empire  contracts  to  Accurate  Electric 
Co.  (Guam). 

No  books  or  records  to  the  contrary  were  produced 
at  the  trial  by  plaiiitiif. 

There  is  no  evidence  in  the  record  that  any  assign- 
ment was  actually  accepted  by  Land  Sales;  that  any 
material  purchases  were  made  by  Land  Sales;  that 
Land  Sales  ever  had  invoiced  or  collected  any  charges 
for  materials  to  Guam  to  any  one  of  these  contracts 
or,  that  Land  Sales  ever  did  any  work  or  delivered 
any  material  to  Guam  under  the  Empire  contracts. 

The  three  foregoing  questioned  findings  of  the  Dis- 
trict Court  were  fully  justified  on  the  basis  of  the 
record  because  there  is  some  competent  evidence  to 
support  such  findings.  Smith  v.  Hoivard  322  P.2d 
1034,  1037,  Weltman  v.  Kaye  334  P.2d  917,  920.  If 
there  is  any  evidence  consistent  with  the  trial  court's 
finding,  such  finding  must  stand.  Fritz  v.  Thompson 
271  P.2d  205,  209,  Nohlc  v.  Learned  153  Cal.  245,  94 
P.  1047,  1050. 
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CONCLUSION 

The  lower  coui-t  therefore  did  not  eri-  in  taxing  the 
material  portion  of  the  Empire  Gas  Co.  contracts  for 
the  years  in  issue  to  the  plaintiff-ap]jellant,  and  the 
judgment  of  $9,855.42  should  be  affiraied. 

Dated,  Agana,  Guam, 
July  17,  1968. 

Respectfully  submitted, 
Paul  J.  Abbate, 

Attorney  General, 

Thomas  M.  Wilkins, 

Assistant  Attorney  General, 

Attorneys  for  Appellee. 


Certificate  of  Counsel 
I  cei-tify  that,  in  connection  with  the  preparation 
of  this  brief,  I  have  examined  Rules  18,  19  and  39 
of  the  United  States  Court  of  Appeals  for  the  Ninth 
Circuit,  and  that,  in  my  opinion,  the  foregoing  brief 
is  in  full  compliance  with  those  rules. 

Thomas  M.  Wilkins, 

Assistant  Attorney  General, 

Attorney  for  Appellee. 
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No.  22,482 
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United  States  Court  of  Appeals 


For  The  Ninth  Circuit 


Accurate  Electric  Co.  (Guam),  Inc., 

Appellant, 

VS. 

Government  of  Guam, 

Appellee. 

APPELLANT'S  OPENING  BRIEF 

On  Appeal  from  the  District'  Court  of  Guam. 


JURISDICTION. 

This  appeal  is  from  an  adverse  judgment  to  ap- 
pellant in  an  action  filed  in  the  District  Court  of 
Guam  on  April  10,  1967.  In  this  action,  appellant 
seeks  refund  of  Guam  income  taxes  for  the  years 
ended  February  29,  1960,  February  28,  1961,  and 
February  28,  1962. 

The  District  Court  of  Guam  has  jurisdiction  of 
the  cause  under  §1241i(h)(2)  of  Title  48,  United 
States  Code.  Judgment  adverse  to  appellant  was  en- 


tered  on  October  9,  1967,  motion  for  new  trial  was 
filed  October  11,  1967,  which  was  denied  October  25, 
1967,  and  notice  of  appeal  was  filed  November  2,  1967. 
Jurisdiction  is  conferred  on  the  United  States  Court 
of  Appeals  for  the  Ninth  Circuit  by  §§41,  1291,  and 
1294  of  Title  28,  United  States  Code. 

STATEMENT  OF  FACTS. 

Appellant  is  a  Guam  corporation  who  at  all  times 
pertinent  to  the  action  below  was  an  electrical  con- 
tractor in  Guam.  By  common  stock  ownership,  appel- 
lant was  affiliated  with  a  similarly  named  California 
corporation.  In  1958  the  California  corporation  en- 
tered into  a  contract  with  Empire  Gas  &  Engineering 
Co.  to  perform  certain  electrical  construction  work  in 
Guam,  for  Empire,  who  was  a  general  contractor 
having  prime  contracts  with  the  Navy  for  construc- 
tion work  in  Guam.  Thereafter,  the  California  cor- 
poration assigned  the  labor  portion  of  its  subcontract 
with  Empire  to  Appellant  (R.T.  6-7).  This  apparently 
has  never  been  disputed  by  the  Government  of  Guam 
and  is  not  at  issue  in  this  appeal.  At  the  same  time 
the  California  corporation  assigned  the  material  por- 
tion of  these  subcontracts  to  a  Hong  Kong  corporation 
known  as  Land  Sales  of  America,  Inc.  (R.T.  5-6). 
Thereafter,  for  the  years  involved,  appellant  per- 
formed the  labor  portion  of  the  contracts  and  duly 
filed  corporate  income  tax  returns  with  the  Govern- 
ment of  Guam.  These  returns  included  income  derived 
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from  the  labor  portion  of  the  subcontracts  and,  as 
well,  mistakenly  included  income  derived  from  per- 
formance of  the  material  subcontract  (R.T.  22). 

In  1964  as  a  result  of  audits  in  California  by 
auditors  of  appellee,  a  claim  was  made  against  appel- 
lant for  Guam  Business  Privilege  Taxes  arising  out  of 
the  material  subcontract.  At  that  time  the  contention 
was  made  by  appellee  that  the  material  portion  of  the 
subcontract  was  subject  to  Guam  Business  Privilege 
Taxes.  Thereafter,  these  taxes  were  abated  (PI.  Ex. 
4).  Appellee's  auditor  suggested  that  appellant  should 
file  amended  returns  for  the  years  in  question  since 
the  tax  returns,  as  filed,  which  included  the  material 
portion,  were  inconsistent  with  a  determination  made 
that  the  material  part  of  the  contract  was  not  per- 
formed by  appellant  (PI.  Ex.  13). 

Thereafter,  amended  returns  were  filed  which 
omitted  the  cost  of  these  goods  and  the  sales  price 
together  with  the  net  profit  realized  from  the  mate- 
rials portion  of  the  contract  (PI.  Ex.  7,  8,  9).  At  the 
trial,  appellee  conceded  the  profit  was  taxable  to  the 
corporation  receiving  it  (R.T.  36-37). 

Claims  for  refund  on  the  basis  of  the  amended 
returns  were  duly  filed. 

Subsequently  appellee  proposed  certain  deficiencies 
based  upon  the  amended  returns.  Appellant  did  not 


file  a  redetermination  proceedings  but  instituted  the 
action  below  for  refund  of  income  taxes. 

QUESTIONS  PRESENTED. 

1.  Did  the  court  err  in  finding  that  the  materials 
subcontract  was  performed  by  appellant  when  all  the 
evidence  demonstrated  and  appellee  conceded  that  such 
subcontract  was  originally  assigned  to  a  corporation 
not  a  party  to  the  action? 

2.  Can  the  trial  court  make  findings  of  fact  with 
respect  to  issues  not  raised  by  the  parties  in  the  plead- 
ings or  in  the  trial  of  the  case? 

3.  Is  the  Government  of  Guam  estopped  to  apply 
a  different  determination  of  facts  with  respect  to 
income  taxes  than  it  has  previously  applied  with 
respect  to  Business  Privilege  Taxes? 

4.  Is  it  an  abuse  of  discretion  to  refuse  to  grant 
a  new  trial  when: 

(a)  the  moving  party  was  surprised  and  in 
effect  misled  into  not  producing  all  of  the  original 
books  and  records  pertaining  to  the  litigation ; 

(b)  the  production  of  such  evidence  was  not 
requested  by  the  court  at  pretrial,  nor  by  the  respon- 
dent Government  of  Guam  at  any  stage  of  the  pro- 
ceedings ; 


(c)  the  appellee  never  contended  throughout 
any  of  the  proceedings  either  prior  to  or  in  the  midst 
of  litigation  that  the  maintenance  of  such  records 
outside  Guam  had  any  bearing  on  the  taxable  issues 
involved? 

SPECIFICATIONS  OF  ERRORS  RELIED  ON. 

1.  The  District  Court  of  Guam  erred  in  finding 
that  there  was  no  effective  assignment  of  the  material 
portion  of  the  Empire  Gas  electric  subcontract  by 
Accurate  Electric  Co.    (Calif.)   to  Land  Sales,  Inc. 

2.  The  District  Court  of  Guam  erred  in  finding 
that  Accurate  Electric  Co.  (Guam)  purchased  any 
materials  for  its  own  account. 

3.  The  District  Court  of  Guam  erred  in  finding 
that  Accurate  Electric  Co,  (Calif.)  made  an  effective 
assignment  of  the  material  portion  of  said  electric 
subcontract  to  Accurate  Electric  Co.  (Guam). 

4.  The  District  Court  of  Guam  erred  in  holding 
that  said  Accurate  Electric  Co.  (Guam)  was  taxable 
for  both  the  material  and  labor  portions  of  said 
subcontract. 

5.  The  District  Court  of  Guam  erred  in  refusing 
to  grant  appellant's  motion  for  a  new  trial  on  the 
grounds  of  surprise  and  excusable  neglect. 
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ARGUMENT. 

I. 

THE  CONTRACT  WAS  AWARDED  TO  A  CALIFORNIA  COR- 
PORATION AND  ONLY  THE  LABOR  SUBCONTRACT  AS- 
SIGNED TO  APPELLANT. 

It  is  quite  apparent  that  the  court  overlooked  a 
vital  and  controlling  fact  which  is  not  in  dispute,  is 
uncontraverted  in  the  documentary  evidence,  and 
which  requires  reversal.  That  fact  is  simply  which 
of  the  three  corporations;  appellant,  the  California 
corporation,  or  the  Hong  Kong  corporation,  had  in 
fact  the  subcontracts  for  the  materials  with  Empire 
Gas.  The  documentary  evidence  shows  that  Empire 
Gas  awarded  the  subcontracts,  both  labor  and  mate- 
rial, to  the  California  corporation.  Appellant's  con- 
tention is  that  the  California  corporation  awarded 
the  disputed  part  of  the  contract  to  a  Hong  Kong 
corporation.  The  Government  contended  that  this 
assignment  was  questionable  and  placed  into  issue 
the  question  of  assignment.  Both  the  court  and  ap- 
pellee, however,  failed  to  consider  the  actual  facts  of 
the  situation  in  that  if  the  assignment  was  deemed 
to  have  been  effective,  then  appellant  is  correct  and 
the  material  part  of  the  contract  was  with  the  Hong 
Kong  corporation.  If  the  assignment  was  not  valid 
as  contended  by  appellee,  then  the  material  portion 
of  the  contract  stayed  with  the  California  corporation 
who  was  awarded  the  contracts  in  the  first  instance. 


Therefore,  whether  the  assignment  was  valid  and 
effective  is  not  material  to  the  determination  of  the 
issues  so  far  as  the  appellant  was  concerned.  If  the 
assignment  was  effective,  the  Hong  Kong  corporation 
was  the  material  contractor  or  subcontractor.  If  the 
assignment  was  not  effective,  then  that  part  of  the 
contract  remainded  with  the  California  corporation 
and  the  deficiency  assessment  as  well  as  the  collection 
of  taxes  on  that  part  of  the  contract  against  appellant 
was  in  error. 

II. 

APPELLANT'S  BOOKS  WERE  KEPT  AND  AUDITED  BY  AP- 
PELLEE IN  CALFORNIA.  NO  FACTS  JUSTIFYING  DISREGARD 
OF  CORPORATE  ENTITIES  WERE  EITHER  PLEADED  OR 
PROVED.  THE  COURT  ERRED  IN  REFUSING  TO  GRANT  A 
NEW  TRIAL. 

Appellee  did  not  at  any  time,  either  before  or  after 
the  below  action  was  instituted,  assert  that  the  defi- 
ciencies were  asserted,  or  that  the  claims  for  refund 
were  denied,  on  the  ground  that  appellant's  books  and 
records  were  not  maintained  in  Guam,  or  that  the 
corporate  entities  should  be  disregarded  as  fraudulent 
devices  to  evade  taxes.  There  is  nothing  in  the  record 
before  the  court  to  justify  the  court's  findings  dis- 
regarding the  corporate  entities.  Commissioner  of 
Internal  Revenue  v.  Eldridge  (9  Cir.  1935),  79  F.  2d 
629, 102  ALR  500.  It  is  clear  from  the  findings  of  fact 
in  this  regard  that  the  court  was  in  error  in  these 
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findings  and  was  in  error  in  the  conclusions  of  law 
based  thereon.  Since  the  findings  were  contrary  to 
uncontradicted  evidence,  they  are  subject  to  free  re- 
view unaffected  by  any  presumption  upholding  them. 
Carter  Oil  Co.  v.  McQuigg  (7  Cir.  1940),  112  F.  2d 
275. 

It  is  apparent  that  the  court  relied  heavily  upon 
the  fact  that  appellant's  books  and  records,  as  well  as 
those  of  the  California  and  Hong  Kong  corporations, 
were  not  maintained  in  Guam  (R.T.  68).  Although 
the  California  and  Hong  Kong  corporations  conced-  J 
edly  had  contracts  with  Guam  in  a  minimal  legal  ' 
sense,  there  is  no  legal  or  factual  reason  why  these 
corporations  should  maintain  separate  books  and  rec- 
ords on  Guam. 

The  court  inconsistently  indicated  that  the  presence 
of  the  original  books  and  records  were  necessary  to 
render  a  decision  (R.T.  68),  while  stating  that  ap- 
pellee was  bound  by  whatever  appellant's  witnesses 
said  the  books  showed  (R.T.  63).  In  its  motion  for  a 
new  trial,  appellant  offered  to  produce  these  records 
and  the  motion  was  denied.  An  order  denying  a  motion 
for  a  new  trial  is  reviewable  when  the  judge  acts 
under  a  mistake  of  law  or  abuses  his  discretion.  Pool 
V.  Leoiie  (C.A.  Colo.  1967),  374  F.  2d  961. 

Appellee  elected  not  to  attend  the  depositions  of 
Mr.  Faris  and  his  accountant,  and  did  not  advise  or 
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request  of  counsel  that  these  records  be  produced.  The 
pretrial  order  is  silent  on  the  production  of  these 
documents.  Appellant  was,  therefore,  justified  in  as- 
suming and  concluding  that  the  testimony  taken  and 
the  documents  offered  were  sufficient  to  establish  its 
case  on  the  issues  as  framed  by  the  pretrial  order  and 
the  other  pleadings. 

III. 

THE  AMENDED  RETURNS  WERE  FILED  AT  APPELLEE'S  SUG- 
GESTION THAT  THE  MATERIALS  SUBCONTRACT  BE  DE- 
LETED. 

The  basis  for  appellant's  claims  for  refund  arises 
out  of  deletion  of  $141,000.00  profit  realized  from  the 
materials  subcontract.  This  materials  subcontract  was 
deleted  from  the  amended  returns  at  the  suggestion 
of  Mr.  P.  A.  Kar  after  audit  of  appellant's  books  in 
California  (PI.  Ex.  13).  Appellee  conceded  the  profit 
realized  from  the  materials  subcontract  was  not  tax- 
able to  appellant.  This  is  apparent  from  the  testimony 
of  Mr.  Frank  Hassell  which  appears  in  the  record  as 
follows : 

"Q.  What  you  are  saying  is  that  if  the  material 
contract  involved  any  profit  the  profit  should 
have  been  taken  into  Guam,  Accurate  Electric 
(Guam)  instead  of  Land  Sales. 

"A.  Not  necessarily.  It  should  have  been  taken 
by  the  profit,  by  the  corporation  which  realized 
it. 
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"Q.  All  right,  then,  if  Land  Sales  realized  it 
isn't  it  correctly  taken  out  of  the  amended  tax 
return? 

"A.  That  is  correct.  Whatever  corporation  real- 
ized the  income  would  be  taxable  by  Guam  for 
having  done  business  in  Guam." 

(R.T.  36-37) 

"Q.  All  right.  And  you  are  contending  if  there 
was  an  element  of  profit  upon  the  material 
contract,  it  should  have  been  to  Accurate  Elec- 
tric (Guam)? 

"A.  No,  I  do  not.  I  contend  it  was  taxable  to 
whatever  corporation  realized  that  profit. 

"Q.  But  we  are  only  concerned  now  with  Ac- 
rate  Electric  (Guam),  aren't  we? 

"A.  That's  true." 
(R.T.  39) 

Appellee  conceded  that  the  only  evidence  they  had 
after  audit  of  appellant's  books  that  the  $141,000.00 
profit  was  ever  paid  to  appellant  was  the  filing  of  the 
original  returns  which,  if  course,  were  in  error  on 
that  point  (R.T.  44-45). 

Further,  appellee  used  appellant's  amended  returns 
in  assessing  a  deficiency  based  upon  income  shown 
in  the  original  returns. 
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*'Q.  But  isn't  it  a  fact  that  the  report  signed  by 
Mr.  Maddox  and  dated  April  6,  1965,  Exhibit 
12  for  the  plaintiffs,  shows  in  regards  to  that 
year  that  the  difference  was  computed  by  taking 
the  income  from  the  original  return  and  then 
disallowing  certain  deductions  and  allocations 
of  overhead  on  the  amended  return?  Now 
wasn't  this  consistently  done? 

"A.  That  is,  generally  speaking,  true." 

(R.T.  60) 

IV. 

THE  COURT  ERRONEOUSLY  CONSIDERED  THE  APPELLEE'S 
DEFICIENCY  ASSESSMENT  FINAL  AND  UNCONNECTED 
WITH  THE  ISSUES  RAISED  BY  APPELLANT'S  CLAIM  FOR 
REFUND. 

After  the  claims  for  refund  were  filed  based  upon 
the  amended  returns  filed  by  appellant,  appellee  as- 
sessed a  deficiency.  Since  the  claims  were  already  on 
file  and  concerned  the  same  subject  matter,  no  com- 
plaint was  filed  with  the  District  Court  sitting  as  a 
Tax  Court  pursuant  to  §19700  of  the  Government 
Code.  The  court  erroneously  assumed  that  appellant's 
failure  to  appeal  to  the  Tax  Court  side  of  the  District 
Court  conclusively  determined  the  issue  of  the  defi- 
ciency. 

However,  since  the  claims  for  refund  were  filed 
long  before  the  deficiency  assessment,  the  court  should 
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have  considered  the  deficiency  assessment  as  an  inte- 
grated matter.  Internal  Revenue  Code,  §7422  (e).  Had 
it  done  so,  it  is  quite  obvious  that  the  deficiency  as- 
sessment could  not  have  been  sustained.  Deductions 
and  expenses  were  deleted  in  the  amended  returns 
which  were  related  to  the  materials  subcontract.  The 
profit  from  the  materials  subcontract  was  also  deleted. 
The  Government  then  assessed  a  deficiency  based  upon 
the  deletion  of  expenses  and  deductions  from  the 
amended  returns  and  the  inclusion  of  the  profit  from 
the  materials  subcontract  as  stated  in  the  original 
returns.  Obviously,  since  the  appellee  had  rejected 
the  amended  returns,  it  could  hardly  assess  a  defi- 
ciency by  using  figures  from  both  the  original  and  the 
amended  returns  to  its  own  advantage  and  the  preju- 
dice of  the  appellant  (R.T.  60). 

CONCLUSION. 

There  is  no  evidence  to  sustain  the  findings  of  the 
District  Court.  Assuming  that  there  was  a  lack  of 
evidence  on  the  part  of  appellant  to  thoroughly  con- 
vince the  District  Court  of  the  correctness  of  its 
position,  the  appellant  was  nevertheless  precluded 
from  introducing  such  evidence  consisting  of  the 
books  and  records  of  the  corporation. 

Appellant  did  carry  the  burden  of  proof  on  all 
issues  raised  by  appellee  in  its  answer  and  those  set 
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forth  in  the  pre-trial  order.  There  is  no  contradictory 
evidence  and  the  important  issues  are  in  fact  conceded 
by  appellee.  It  is,  therefore,  respectfully  submitted 
that  the  judgment  should  be  reversed. 

Dated  June  14,  1968,  at  Oakland,  California. 

Respectfully  submitted, 

Barrett  &  Ferenz 
By  W.  Scott  Barrett 

Attorneys  for  Appellant 
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CERTIFICATE. 


I  certify  that  in  connection  with  the  preparation 
of  this  brief,  I  have  examined  Rules  18  and  19.of  tne 
United  States  Court  of  Appeals  for  the  Ninth  Circuit, 
and  that  in  my  opinion  the  foregoing  brief  is  in  full 
compliance  with  those  rules. 

W.  Scott  Barrett 
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No.  22,483 

ROY  0.  DISNEY  and  EDNA  F.  DISNEY, 

Plaintiffs 

V. 

UNITED  STATES  OF  AMERICA, 

Defendant-Appellant 


ON  APPEAL  FROM  THE  JUDGMENT  OF  THE  UNITED  STATES 
DISTRICT  COURT  FOR  THE  CENTRAL  DISTRICT  OF  CALIFORNIA 


REPLY  BRIEF  FOR  THE  APPELLANT 


In  our  opening  brief  we  contended  that  the  amounts  paid  to  the 
taxpayer  to  reimburse  him  for  his  wife's  travel  expenses  were  in- 
cludable In  his  gross  income  (Br.  9-14);  we  contended  further  that, 
with  respect  to  the  taxpayer,  those  expenses  were  non- deductible 
personal  expenses,  not  deductible  biisiness  expenses  (Br.  14-24). 
In  their  brief,  the  taxpayers  have  challenged  both  contentions. 

I 

THE  AMOUNTS   IN  QUESTION  PAID 
TO  TAXPAYERS  ARE   INCLUDABLE 
IN  THEIR  GROSS   INCOME 

A,     General  principles 
It  is  well  established  that  amounts  paid  to   taxpayers  by  their 
employers   to  defray  travel  or  similar  expenses  are  includable  in 
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gross  income;  then,  the  expense  is  deductible  if,  but  only  if,  it 

meets  the  specific  statutory  requirements  therefor,  a  matter  of 

policy  for  Congress  to  determine.  United  States  v.  Woodall.  255  p, 

2d  370,  373  (C.  A.  10th,  1958),  certiorari  denied,  358  U.S.  824; 

accord,  Koons  v.  United  States.  315  F.  2d  542  (C.  A.  9th,  1963); 

see  also  Unitad  States  v.  Correll,  389  U.S.  299  (1967);  James  v. 

United  States.  308  F.  2d  204  (C.  A.  9th,  1962).  This  traditional 

approach  to  such  problems  is  a  practical  necessity,  for  a  serious 

erosion  of  the  tax  base  would  result  if  taxpayers  could  exclude  a 

reimbursement  from  gross  income  at  the  outset  on  the  vague  ground 

that  the  reimbursed  expense  was  incurred  for  the  employer's  benefit — 

which  is  as  true  of  taxable  compensation  as  it  is  of  the  employer's 

1/ 
other  expenses— without  determining  whether  the  expense  satisfies 

the  requirements  of  the  relevant  deduction  provisions.  Further, 

contrary  to  the  District  Court's  apparent  view  (I-R.  149),  to  be 

within  Section  61(a)  a  receipt  need  not  be  compensation  for  services, 

for  that  is  only  one  example  of  gross  income  (Section  61(a)(1))  and 

the  statute  is  "not  limited  to"  the  examples  set  forth  therein.  In 

1/   As  pointed  out  in  Van  Rosen  v.  Commissioner,  17  T.C.  834,  838 
(1951),  salaries  would  not  be  provided  "unless  the  employer  regarded 
the  expenditures  as  being  for  his  convenience"  or  benefit.  Accord- 
ingly, contrary  to  taxpayer's  contention  here,  simply  that  the  cor- 
poration may  have  decided  that  its  business  benefited  from  the  ex- 
penses in  question  does  not  determine  whether  or  not  their  payment 
constituted  additional  compensation  to  taxpayers.  The  clearest  ex- 
ample of  an  error  (and  confusion)  in  this  respect  is  that  made  in 
McDonell  v.  Commissioner,  decided  January  31,  1967  (P-H  Memo  T.C, 
par.  67, 018X  where  the  court  states,  as  a  reason  for  finding  that 
the  amounts  paid  to  taxpayers  were  not  additional  compensation  for 
services  rendered,  that  the  trips  was  (p.  129)  "no  different  from 
any  other  bxisiness  trip  requiring  their  services— including  Jeanne 

(continued) 
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the  absence  of  the  applicability  of  a  specific  statutory  exclusion 

from  gross  Income,  the  amounts  In  question  received  by  the  taxpayers 

are  Includable  In  their  gross  Income.   (See  our  opening  brief, 

pp.  10-12.)  Taxpayer's  attempt,  hereinafter  discussed,  to  avoid  the 

broad  scope  of  Section  61(a)  Is,  we  submit,  without  substantial  merit. 

B.  The  reimbursements  constitute 
additional  compensation  to 
the  taxpayer 

1.  The  taxpayer's  primary  contention  (Br.  10-11,  13-28)  Is  that 

the  District  Court  was  correct  In  holding  (I-R.  149)  that  the  amounts 

paid  to  him  to  reimburse  him  for  his  wife's  travel  expenses  were  (Br.  11) 

"not  compensatory"  and,  therefore,  did  not  constitute  gross  Income. 

It  may  be  true  that  the  amounts  paid  for  Mrs.  Disney's  expenses  by 

Walt  Disney  Productions  did  not  constitute  compensation  to  her,  for 

it  is  doubtful  that  she  performed  any  substantial  services.  But, 

since  the  amounts  paid  to  the  taxpayer  defrayed  his  expenses  of 

taking  his  wife  with  him  on  the  trips,  and  he  is  an  employee,  such 

amounts  constitute  additional  compensation  to  him;  thus,  the  only 


\l   (continued) 

[the  wife]  whose  duties  were  substantial."  To  the  contrary,  that 
she  performed  services  demonstrates  the  compensatory  nature  of  the 
payments  and  probably  also  allows  her  an  offsetting  business  expense 
deduction.   (See  our  opening  brief,  p.  13.) 

2/  It  is  as  true  here  as  it  was  in  Hetdl  v.  Coamlsslonar.  decided 
January  17,  1964  (P-H  Memo  T.C. ,  par.  64,007),  p.  31,  that  '^Whatever 
contacts  she  had  with  *  *  *  (the  corporate  business],  either  while 
she  was  at  home  or  during  the  trip,  were  apparently  not  considered 
sufficiently  valuable  to  cause  the  payment  to  h«r  of  any  compensation 
for  services."  Accordingly »  taxpa3r«r  does  not  contend  that  his  wife 
can  deduct  those  expenses  as  h€r  ordinary  and  necessary  business 
expenses.  Instead,  he  contends  (Br.  28-34)  that  those  expenses  are 
his  own  business  expenses,  a  contention  discussed  infra.  Part  II. 
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question  is  whether  he  may  deduct  the  expenses.   See  Silverman  v. 
Commissioner.  253  F.  2d  849,  852-853  (C.  A.  3d,  1958);  Patterson  v. 
Thomas.  289  F.  2d  108,  112  (C.  A.  5th,  1961). 

2.  That  Congress  intended  gross  income  to  include  the  reim- 
bursement of  travel  expenses  is  implicit  in  Section  62(2) (A) 

(B)  which  allow,  respectively,  deductions  from  gross  income  for 
specified  business  expenses  of  an  employee  for  which  he  has  been 
reimbursed  by  his  employer  and  for  business  traveling  expenses. 
Clearly,  if  the  reimbursement  of  such  travel  expenses  did  not  con- 
stitute gross  income,  there  would  be  no  occasion  to  permit  such 
deductions. 

3.  To  support  his  contention  that  the  amounts  in  question  are 
not  includable  in  gross  income,  taxpayer  relies  (Br.  18-19)  on 
Section  1.162-17(b)(l)  of  the  Treasury  Regulations  on  Income  Tax  (1954 
Code),  Appendix,  infra .  and  Lickert  v.  Commissioner,  decided  February  28, 
1964  (P-H  Memo  T.C.,  par.  64,047),  which  was  concerned  with  that  re- 
gulation.  Contrary  to  taxpayer's  apparent  assumption,  however,  Section 
1.162-17  of  the  Regulations  is  not  a  gross  income  regulation  but  a  business 
deduction  regulation.  This  is  evident  from  its  designation;  it  is 

issued  under  Section  162,  the  business  expense  deduction  provision, 

not  under  Section  61(a),  the  gross  income  provision.   Further,  it 

applies  only  to  (Sec.  1.162-17(a)  of  the  Regulations,  Appendix,  infra)— 

those  expenses  which  are  ordinary 
and  necessary  in  the  conduct  of 
the  taxpayer's  business  and  are 
directly  attributable  to  such 
business.  The  term  does  not  in- 
clude nondeductible  personal, 
living  or  family  expenses. 
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The  purpose  of  this  regulatory  provision  is  to  provide  rules 

for  the  substantiation  of  such  expenses  vhen  claimed  as  deductions 

If 
See  also  Section  274  and  the  Regulations  Issued  thereunder.  This 

is  clear  from  the  Llckert  case,  supra,  for  the  court,  in  determining 
whether  or  not  the  requirements  of  the  regulation  had  been  satisfied, 
correctly  stated  that  (p.  416)  "The  primary  issue  is  whether 
petitioners  are  entitled  to  deduct  *  *  *  travel  and  entertainment 
expenses  for  which  petitioner  was  reimbursed  by  his  employer." 
(Emphasis  supplied.)  The  court  held  (p.  417)  that  the  taxpayer  had 
"done  about  everything  required  by  *  *  *  [the]  regulations  *  *  *  in 
reporting  and  substantiating  his  reimbursed  expenses.  Sec.  1.162-17 
(b)(1)  Income  Tax  Regs.,  *  *  *  ." 

In  Section  1,162-17,  then,  the  Commissioner  has  provided,  for 
purposes  of  administrative  convenience  both  to  himself  and  to  tax- 
payers, that  as  to  business  expenses  deductible  under  the  statute, 
if  the  employer  reimburses  the  employee  therefor  pursuant  to  a 
system  under  which  the  employee  adeqtiately  accounts  to  the  employer 
for  the  expenses,  the  Commissioner  does  not  require  that  the  employee 
go  through  the  formality  of  first  including  the  reimbursement  in 
gross  Income  on  his  return  and  then  deducting  it.   Instead,  he 
simply  indicates  on  the  return  that  he  has  received  items  from  his 
employer  as  reimbursements  pursuant  to  such  a  system.  The  significant 
point  here  is  that  Section  1.162-17  corroborates  the  long-standing 
rule  that  such  reimbursements  are  necessarily  gross  income  items. 


3/  Section  274  was  added  to  the  1954  Code  by  Section  4(a),  Revenue 
Act  of  1962,  P.  L.  87-834,  76  Stat.  960. 
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Therefore,  it  is  appropriate  to  provide  regulatory  rules  respecting 
the  substantiation  of  the  reimbursed  expenses  for  deduction  purposes. 
The  regulation,  then,  offers  no  support  to  taxpayer's  contention  that 
a  reimbursement  of  a  travel  expense  is  not  conceptually  a  gross  income 
item  within  Section  61(a).  To  the  contrary,  it  stands  for  exactly  the 
opposite  proposition,  even  vhere  the  expense  is  incurred  (Sec.  1.162-17 
(b)(1))  "solely  for  the  benefit  of  *  *  *  [the]  employer  *  *  *  ." 
Accordingly,  insofar  as  the  District  Court  may  have  relied  (I-R.  142) 
on  Section  1.162-17  of  the  Regulations  for  its  holding  that  the  amounts 
paid  to  taxpayers  were  non-compensatory  items  excludable  from  gross  in- 
come (I-R,  149),  it  erred.  Jenkins  v.  Commissioner,  decided  December  27, 
1967  (P-H  Memo  T.C.,  par.  67,257)  (pp.  1462-1463). 

4.  None  of  the  cases  cited  by  taxpayer  (Br,  14-15)  involve  either 
the  concept  of  gross  income  or  the  concept  of  any  exclusion  therefrom. 
Instead,  they  are  all  concerned  with  whether  or  not  gross  income  should 
be  reduced  by  certain  expenses  to  arrive  at  taxable  income,  which,  in 
each  case,  depended  on  whether  the  expense  was  in  fact  incurred  and 
(or)  whether  it  was  deductible  as  an  ordinary  and  necessary  business 

y 

expense. 


4/  For  example,  in  Cullinan  v.  Commissioner.  5  B.T.A.  996  (1927),  the 
taxpayer,  traveling  for  a  corporation  on  business,  incurred  travel  ex- 
penses in  excess  of  his  reimbursements.  On  his  return,  he  attached  a 
statement  that  the  payments  were  reimbursements  for  such  expenses  and 
did  not  include  the  amounts  in  income  or  claim  deductions  therefor. 
The  court  held  that  the  traveling  expenses  exceeded  the  reimbursements 
and  it  was,  therefore,  error  to  add  the  reimbursements  to  (p.  999) 
"the  reported  net  income."   (Emphasis  supplied.) 

In  Chianese  v.  Commissioner,  decided  June  30,  1950  (P-H  Memo  T.C., 
par.  50,201),  the  Commissioner  disallowed  all  expense  deductions 
claimed  on  the  return  (which  were  excessive)  and  then  allowed  the 
taxpayers  $6  per  day  for  foreign  travel  expense  deductions,  thereby 
including  $2  of  the  $8  per  day  reimbursement  as  net  S^^'J^^^^J^^^^r*' 
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5.  Taxpayer  also  relies  (Br.  15-17)  on  the  rule  embodied  in 
Rev.  Rul.  54-429,  1954-2  Cum.  Bull.  53,  that  reimbursements  for 
certain  direct  moving  expenses  where  the  employee  is  moved  primarily 
for  the  convenience  of  the  employer  are  excludable  from  gross  income. 
See  also  Cavanagh  v.  Commissioner,  36  T.C.  300  (1961);  Starr  v. 
Conmissioner,  46  T.C.  743  (1966),  pending  on  appeal  (C.  A.  10th  - 
No.  9370).  The  ruling  and  the  cases  interpreting  it  are  limited  to 
moving,  not  traveling,  expenses.  The  apparent  rationale  for  the 
ruling  is  that  the  employer,  by  transporting  the  employee  from  one 
business  location  to  another  at  his  own  expense  and  for  the  benefit 

of  his  own  business,  is,  in  effect,  simply  (Van  Rosen  v. 

Commissioner.  17  T.C.  834,  838  (1951))  — 


4/   (continued) 

found  (p.  639)  that  the  taxpayer's  "actual  expenses  while  on  foreign  travel 

*  *  *  were  $8.00  per  day"  ana,  therefore,  that  the  Commissioner  erred 

in  his  determination. 

In  Sanitary  Farms  Dairy.  Inc.  v.  Commissioner,  25  T.C.  463,  467 
(1955),  again  only  a  deduction  question  was  involved,  the  court 
stating  that  "the  cost  of  a  big  game  hunt  in  Africa  does  not  sound 
like  an  ordinary  and  necessary  expense  of  a  dairy  business  *  *  * 
but  the  evidence  in  this  case  shows  *  *  *  that  it  was  *  *  *  ." 

In  Gray  v.  Commissioner.  10  T.C.  590,  596-597  (1948),  the  only 
question  was  whether  or  not  the  expense  had  in  fact  been  incurred 
and,  if  so,  whether  it  had  been  incurred  in  business  activity  and 
bus  ines s  trave 1 . 

In  Siegfried  v.  United  States  (N.D.  Okla.),  decided  May  26,  1955 
(48  A.F.T.R.  1821),  the  only  question  involved  was  the  substantiation 
of  the  alleged  expense  items,  reimbursement  of  which  was  not  reported 
on  the  income  tax  returns,  nor  were  deductions  claimed  therefor.  The  court 
held  that  the  portion  of  the  reimbursement  in  controversy  was  not 
includable  in  taxable  income. 
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furnishing  *  *  *  a  place  to  work 
and  *  *  *  supplying  *  *  *  the 
tools  and  machinery  with  which  to 
work.  The  fact  that  certain  per- 
sonal wants  and  needs  of  the  em- 
ployee were  satisfied  was  plainly 
secondary  and  incidental  to  the 
employment. 

Vrtiile  it  may  be  that  it  would  not  have  been  unreasonable  for  the 
Commissioner  to  refuse  to  grant  favorable  tax  treatment  for  such 
moving  expense  items,  there  certainly  is  no  basis  for  attempting  to 
extend  that  ruling  to  other  types  of  expense  reimbursements,  such 
as  the  amounts  paid  for  the  wife's  travel  expenses  involved  here. 
Cf.  England  v.  United  States.  345  F.  2d  414  (C.  A.  7th,  1965), 
certiorari  denied,  382  U.S.  986,  reversing  226  F.  Supp.  762,  766 
(S.D.  111.,  1964);  Ritter  v.  United  States.  393  F.  2d  823  (Ct.  Cl., 
1968),  petition  for  certiorari  filed  July  18,  1968  (37  U.S.  Law  Week 
3049). 

6.  The  other  rulings  relied  on  by  the  taxpayer  (Br,  17-18) 
involve  the  reimbursement  of  expenses  incurred  in  carrying  out 
voluntary,  gratuitous  services  in  a  non-business  context  for  reli- 
gious, educational  and  medical  organizations.  Under  those  particular 
circumstances,  the  Commissioner  ruled  that  the  reimbursements  did 
not  constitute  gross  income.  Those  situations  bear  no  resemblance 
to  that  involved  here  where  the  taxpayer's  wife  incurred  expenses 
in  traveling  with  her  husband  on  trips  that  were  admittedly  business 
trips  for  him,  for  which  expenses  she  was  reimbursed  by  his  employer. 
In  the  situations  covered  by  the  rulings,  unlike  the  situation  here. 
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there  was  no  employee  who  benefited  by  his  employer's  payment  of  the 
expenses  In  question. 

7.  While  the  cases  relied  on  by  taxpayer  (Br.  20-23)  are  dis- 
tinguishable on  their  facts  from  the  Instant  case,  for  the  reasons 
stated  above  and  In  our  opening  brief  (pp.  9-14),  we  think  they  were 
erroneously  decided  Insofar  as  they  hold  that  amounts  paid  to  tax- 
payers to  reimburse  them  for  traveling  expenses  are  not  Includable 
In  gross  Income.   See  Jenkins  v.  Commissioner,  decided  December  27, 
1967  (P-H  Memo  T.C.,  par.  67,257);  cf.  Rleley  v.  Commissioner, 
decided  March  31,  1964  (P-H  Memo  T.C.,  par.  64,066),  In  which  the 
Tax  Court  expressly  declined  to  follow  Allenberg  Cotton  Co.  v. 
United  States  (W.D.  Tenn.),  decided  December  2,  1960  (7  A.F.T.R.  2d 
368);  see  also  Zubrod  v.  Commissioner,  decided  October  19,  1967 
(P-H  Memo  T.C.,  par.  67,204). 

8.  In  the  light  of  the  foregoing  discussion,  the  taxpayer 
errs  when  he  argues  (Br,  25)  that  the  reimbursements  of  expenses 
Incurred  on  business,  as  distinguished  from  pleasure,  trips  are  ex- 
cludable ab  Initio  from  gross  Income.  The  only  specific  exclusion 
rule  that  he  has  relied  on—namely,  the  reimbursement  of  moving  ex- 
penses incurred  primarily  for  the  benefit  of  the  employer--l8  In- 
applicable here  because  we  are  not  here  concerned  with  moving  ex- 
penses and,  moreover,  the  District  Court  here  did  not  find  that  the 
expenses  in  question  were  Incurred  primarily  for  the  benefit  of  the 
employer.   (I-R.  144-151.)   Instead,  the  District  Court,  like  the 
taxpayer  here,  mistakenly  relied  on  Section  1.162-17  of  the  Regulations 
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for  holding  that  the  expenses  in  question  were  excludable  from 
(Section  61(a))  "gross  income"  whereas  that  regulatory  provision 
is  concerned  solely  with  the  substantiation  requirements  of  de- 
ductible business  expenses* 

II 

THE  WIFE'S  TRAVEL  EXPENSES 
ARE  NOT  DEDUCTIBLE 

A.  The  taxpayer's  wife  performed 
only  incidental  services  not 
constituting  actual  business 
activities 

In  light  of  the  District  Court's  findings  (I-R.  147;  see 

also  I-R.  138-139),  with  which  the  taxpayer  apparently  agrees 

(Br.  5,  7),  it  is  apparently  not  disputed  that  his  wife's 

activities  on  his  business  trips,  aside  from  her  sightseeing  and 

shopping,  were  primarily  wifely  and  social — that  is,  she  participated 

in  entertaining  and  attended  business  functions  with  her  husband  and 

generally  helped  her  husband  in  any  way  that  a  wife  under  such  cir- 

5/ 
cumstances  might  be  expected  to  do.   (See  our  opening  brief,  pp.  4-6.) 

As  such,  the  expenses  incurred  in  carrying  on  such  activities  are 

not  deductible  under  Section  162(a)  as  interpreted  by  the  applicable 

regulatory  provision  and  a  long  line  of  cases  involving  similar 

activities  by  taxpayers'  wives  on  comparable  business  trips. 

Sec.  1.162-2(c)  of  the  Treasury  Regulations  on  Income  Tax  (1954  Code); 

5/  We  do  not  agree,  however,  with  taxpayer's  statement  (Br.  5)  that 
his  wife  "makes  arrangements  for  different  functions." 
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Alabama-Georgia  Syrup  Co.  v.  Commissioner.  36  T.C.  747,  753-755, 
768-769  (1961),  reversed  on  another  issue  sub  nom.  Whitfield  v. 
Commissioner.  311  F.  2d  640  (C.  A.  5th,  1962);  Campbell  v. 
Commissioner,  decided  June  8,  1961  (P-H  Memo  T.C.,  par.  61,166, 

pp.  927-928;  see  also  pp.  909-911,  922-923);  Kloppenburg  v. 
United  States  (S.D.  111.),  decided  November  1,  1965  (17  A.F.T.R.  2d 

y 

507,  508);  Heidi  v.  Commissioner,  decided  January  17,  1964  (P-H  Memo 
T.C,  par.  64,007);  Rieley  v.  Commissioner,  decided  March  31,  1964 
(P-H  Memo  T.C,  par.  64,066);  Zubrod  v.  Commissioner,  decided 
October  19,  1967  (P-H  Memo  T.C,  par.  67,204)  (and  see  the  cases 
cited  in  our  opening  brief,  pp.  18-19).   But  cf.  Warwick  v.  United 
States,  236  F.  Supp.  761  (E.D.  Va.,  1964);  Gotcher  v.  United  States, 
259  F.  Supp.  340  (E.D.  Tex.,  1966). 

In  the  cases  cited  above  disallowing  the  claimed  deduction,  the 
wives  helped  their  husbands  entertain  in  a  business  context,  per- 
formed incidental  secretarial  work  and  generally  assisted  their 


6/  As  stated  in  the  Kloppenburg  case,  supra ,  p.  508: 

[The  wife's]  *  *  *  expenses  would  be 
incurred  for  a  bona  fide  business 
purpose  only  if  she  was  actively 
engaged  in  the  plaintiff's  business 
and  her  presence  was  necessary  *  *  * 
The  assistance  that  a  wife  who  is 
interested  in  her  husband's  business 
affairs  would  normally  provide  her 
husband  does  not  itself  permit  the 
deduction  of  her  expenses  *  *  *  , 
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husbands  in  any  way  they  could  just  as  the  taxpayer's  wife  did  in 

the  instant  case.   But,  since  such  activities  are  the  normal  types 

of  activities  that  a  wife  might  be  reasonably  expected  to  carry  on 

when  accompanying  her  husband  on  business  trips,  they  do  not 

qualify  the  wife's  expenses  as  deductible  business  expenses. 

Nothing  in  the  record  in  the  instant  case  distinguishes  it  from  the 

cases  cited,  supra ,  in  which  it  was  held,  in  accord  with  Section  1.162-2 

(c)  of  the  Regulations,  that  comparable  expenses  were  not  deductible. 

B.  That  taxpayer's  wife  may  have 
enhanced  the  corporate  image 
does  not  make  the  expenses 
deductible 

The  taxpayer  attempts  to  distinguish  the  instant  case  from  the 
cases  in  which  the  deduction  was  not  permitted  on  the  ground  that 
the  corporate  management  believed  the  wife's  presence  on  the  tax- 
payer's business  trips  tended  to  enhance  the  corporate  family- 
entertainment-and-product  image.  A  comparable  allegation,  however,  can 
be  made  with  respect  to  many  other  types  of  businesses  in  addition 
to  that  involving  family-type  entertainment  and  products.  But 
looking  at  that  category  alone,  the  total  number  of  items  mer- 
chandised by  Walt  Disney  Productions,  for  example,  was  estimated  to 
be  5,000,  including  (I-R.  37)  "games,  toys,  boys'  clothing,  dresses, 
stuffed  dolls,  cutlery,  sports  equipment,  lamps,  ceramics,  furniture 
and  costume  jewelry  *  *  *  [and]  a  wide  variety  of  books  and  magazines 
ranging  from  comic  strips  and  comic  books  to  hard-bound,  beautifully 
illustrated  publications."  Thus,  if  taxpayer's  position  were  to  be 
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adopted,  many  corporations  might  find  their  Images  enhanced,  for  a 
variety  of  reasons  growing  out  of  their  particular  types  of  business 
activity,  by  having  the  vives  of  their  executives  accompany  tham  on 
business  trips.   In  short,  the  so-called  distinction  urged  by  the 
taxpayer  is  not  a  distinction  at  all  for,  if  adopted,  it  would 
cover  a  great  portion— if  not  substantially  all— of  American  industry 
involved  in  the  production  or  selling  of  merchandise,  thereby  makin( 
the  regulation  a  practical  nullity. 

Moreover,  while  we  seriously  doubt  that  the  primary  purpose  of 
having  the  taxpayer's  wife  accompany  him  on  his  business  trips  was  to 
enhance  the  "image"  of  the  corporation  (I-R.  147)  "as  a  disseminator 
of  family  entertainment,"  even  if  true,  it  tands  to  corroborate  tha 
Government's  position  that  the  wife  was  limited  in  her  activities  to 
wifely  and  social  activities— "incidental"  activities  within  the 
meaning  of  the  regulation.  The  desired  family  image  would  preclitda 
her  from  carrying  on  business  activities  as  a  business  partner  or 
associate.  That  is,  unlike  the  wives  involved  in  Thomas  v. 
Commissioner,  decided  March  14,  1939  (P-H  Memo  b.T.A.  ,  par.  39,112); 
McDonell  v.  Commissioner,  decided  January  31,  1967  (P-H  Memo  T.C., 
par.  67,018);  and  Duncan  v.  Bookwalter,  216  F.  Supp.  301  (W.D.  Mo., 
1963),  she  could  not  have  assumed  the  role  of  an  active  professional 
business  woman;  instead,  the  family  image  would  require  that  she  b« 
herself— a  general  helpmate  to  her  husband,  a  gracious  wife  and 
hostess.  While  this  may  entitle  the  corporation  to  a  deduction,  it 
precludes  a  deduction  for  the  taxpayer  pursuant  to  Section  162(a) 
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and  Section  1.162-2(c)  of  the  Regulations. 

C.  That  the  corporation  may  be  en- 
titled to  deduct  the  amounts  paid 
to  the  taxpayer  to  cover  his  wife's 
travel  expenses  does  not  make  them 
deductible  by  the  taxpayer 

As  clearly  indicated  in  Silverman  v.  Commissioner.  253  F.  2d 

849,  852  (C.  A.  3d,  1958X  and  Patterson  v.  Thomas.  289  F.  2d  108, 

112-113  (C.  A.  5th,  1961),  that  a  corporation  may  find  it  useful  to 

its  business  to  have  its  executives  accompanied  by  their  vives  on 

business  trips — for  example,  to  enable  them  to  function  more 

effectively — does  not  mean  that  the  executives  may  deduct  their  wives' 

travel  expenses  as  expenses  incurred  by  them  in  the  pursuit  of  their 

business  activities  on  behalf  of  the  corporation.  The  question  in 

such  cases,  contrary  to  taxpayer's  view  (Br.  34),  is  whether  the 

taxpayer  would  be  entitled  to  deduct  those  expenses  if  he  were  paying 

for  them  himself  (Dean  v.  Conmissioner,  35  T.C.  1083,  1089-1090  (1961)), 

which  would  depend  on  whether  the  wife's  activities  constituted  actual 

business  endeavors.  Here,  viewed  from  that  perspective,  the  expenses 

in  question  are  clearly  non-deductible  personal  expenses.  While  the 

wife's  activities  indirectly  aided  the  taxpayer  in  carrying  on  his 

business  activities  (including  the  enhancement  of  the  corporate 

image),  they  remain,  nevertheless,  only  incidental  thereto  within 

the  meaning  of  the  regulation  and  the  cases  cited,  supra.  Part  II,  B. 


-  15  - 

See  also  Stelnhort  v.  Commissioner.  335  F.  2d  496  (C.  A.  5th  1964)' 
Smith  V.  Warren.  388  F.  2d  671  (C.  A.  9th,  1968). 

By  Section  1.162-2(c)  of  the  Regulations,  promulgated  in  1958, 
the  Commissioner  has  undertaken  to  draw  a  rule  of  practical  adminis- 
tration distinguishing  between  personal  and  business  expenses  in  an 
area  involving  limitless  factual  variations  where  many  different 
lines  could  be  drawn  by  individual  courts.   It  achieves  certainty 
and  essential  equality  of  tax  treatment  among  similarly  situated 
taxpayers.   Accordingly,  it  is  entitled  to  respect.   United  States  v, 
Correll,  389  U.S.  299,  306-307  (1967);  Steinhort  v.  Commissioner. 
supra.   That  rule  requires  that  the  expenses  in  question  be  char- 
acterized as  personal,  non-deductible  expenses,  regardless  of  how 
the  taxpayer's  employer  views  them  for  its  own  tax  purposes.  See 
Adelson  v.  United  States.  342  F.  2d  332,  335  (C.  A.  9th,  1965). 


7/  See  T.D.  6291,  1958-1  Cum.  Bull.  63. 
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CONCLUSION 

For  the  reasons  stated  above  and  in  our  opening  brief,  the 

decision  of  the  District  Court  is  erroneous  and  should  be  reversed. 

Respectfully  submitted, 

MITCHELL  ROGOVIN, 

Assistant  Attorney  General. 

LEE  A.  JACKSON, 
MEYER  ROTHWACKS, 
EDWARD  LEE  ROGERS, 

Attorneys. 

Department  of  Justice. 

Washington.  D.  C.   20530. 
Of  Counsel: 

WILLIAM  MATTHEW  BYRNE,  JR. , 
United  States  Attorney. 

CHARLES  H.  MAGNUSON 

Assistant  Chief^  Tax  Division 
ROBERT  T.  JONES, 

Assistant  United  States  Attorney. 

SEPTEMBER,  1968. 
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APPENDIX 
Treasury  Regulations  on  Income  Tax  (1954  Code): 

S  1.162-17  Reporting  and  substantiation  of  certain  business 
expenses  of  employees. 

(a)  Introductory.  The  purpose  of  the  regulations  in  this 
section  is  to  provide  rules  for  the  reporting  of  information  on 
Income  tax  returns  by  taxpayers  who  pay  or  incur  ordinary  and 
necessary  business  expanses  in  connection  with  the  performance 
of  services  as  an  employee  and  to  furnish  guidance  as  to  the 

type  of  records  which  will  be  useful  in  compiling  such  information 
and  in  its  substantiation,  if  required.  The  rules  prescribed  in 
this  section  do  not  apply  to  expenses  paid  or  incurred  for  in- 
cidentals, such  as  office  supplies  for  the  employer  or  local 
transportation  in  connection  with  an  errand.   Employees  incurring 
such  Incidental  expenses  are  not  required  to  provide  substantiation 
for  such  alounts.  The  term  "ordinary  and  necessary  business  ex- 
penses'* means  only  those  expenses  which  are  ordinary  and  necessary 
in  the  conduct  of  the  taxpayer's  business  and  are  directly  at- 
tributable to  such  business.  The  term  does  not  include  nonde- 
ductible personal,  living  or  family  expenses. 

(b)  Expenses  for  which  the  employee  is  required  to  account 
to  his  employer-- (1)   Reimburseaients  equal  to  expenses.  The  em- 
ployee need  not  report  on  his  tax  return  (either  itemized  or  in 
total  amount)  (expenses  for  travel,  transportation,  entertainment, 
and  similar  purposes  paid  or  incurred  by  him  solely  for  the  bene- 
fit of  his  employer  for  which  he  is  required  to  account  and  does 
account  to  his  employer  and  which  are  charged  directly  or  in- 
directly to  the  employer  (for  ex^ple,  through  credit  cards)  or 
for  which  the  employee  is  paid  through  advances,  reimbursements, 
and  charges  is  equal  to  such  expenses.   In  such  a  case  the  tax- 
payer need  only  state  in  his  return  that  the  total  of  amounts 
charged  directly  or  indirectly  to  his  employer  through  credit 
cards  or  otherwise  and  received  from  the  employer  as  advances  or 
reimbursements  did  not  exceed  the  ordinary  and  necessary  business 
expenses  paid  or  incurred  by  the  employee. 
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(4)  To  "account"  to  his  employer  as  used  in  this  section 
means  to  submit  an  expense  account  or  other  required  written 
statement  to  the  employer  showing  the  business  nature  and  the 
amount  of  all  the  employee's  expenses  (including  those  charged 
directly  or  indirectly  to  the  employer  through  credit  cards  or 
otherwise)  broken  down  into  such  broad  categories  as  trans- 
portation, meals  and  lodging  while  away  from  home  overnight, 
entertainment  expenses,  and  other  business  expenses.  For  this 
purpose,  the  Commissioner  in  his  discretion  may  approve  reasonable 
business  practices  under  which  mileage,  per  diem  in  lieu  of  sub- 
sistence, and  similar  allowances  providing  for  ordinary  and 
necessary  business  expenses  in  accordance  with  a  fixed  scale  may 
be  regarded  as  equivalent  to  an  accounting  to  the  employer. 


(26  C.F.R. ,  Sec.  1.162-17.) 
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Appellant 

V. 

ROY  0.   DISNEY  and  EDNA  F.   DISNEY, 

Appellees 


ON  APPEAL  FTiCM   THE  JUDGMENT  OF  THE  UNITED  STATES  DISTRICT 
COURT  FOR  THE  CENTRAL  DISTRICT  OF  CALIFORNIA 


BRIEF  FOR  THE  APPELLANT 


OPINION  BELOW 

The  opinion,  and  the  findings  of  fact  and  conclusions  of 
law  of  the  District  Court  (l-R.  136-I51)  are  reported  at  267  F. 
Supp .  1 . 

JURISDICTIOJ 

This  appeal  involves  federal  income  tax  deficiencies  for  the 
years  I962  and  I963  totaling  $3,15^-09.  The  taxes  in  dispute  were 
paid  on  or  about  May  21,  1965  (l-R-  1^5),  and  claims  for  refund 
were  filed  on  August  3,  1965  (l-R-  5,  T);  the  claims  were  rejected 
on  April  12,  1966  (I-R.  1^6).  Within  the  time  provided  in  Sec- 
tion 6532  of  the  Internal  Revenue  Code  of  195^+,  on  February  k,   I966, 
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the  taxpayers    brought  this  action  in  the  District  Court  for 
recovery  of  taxes  paid.   (l-R.  2-8.  )  Jurisdiction  was  conferred 
on  the  District  Court  by  28  U.S.C.  Section  13U6.  The  Judgment  of  the 
District  Court  was  entered  on  July  T,  196?.  (I-R.  152.)  Within 
sixty  days  thereafter,  on  September  1,  I96T,  a  notice  of  appeal  was 
filed.   (I-R  15^.)  Jurisdiction  is  conferred  on  this  Court  by 
28  U.S.C,  Section  I29I. 

QUBSTIONS  PRESENTED 

1.  Whether  amoiints  which  the  taxpayer's  employer  paid  to 
cover  the  foreign  travel  expenses  of  the  taxpayer's  wife— who 
accompanied  him  on  his  business  trips  but  participated  only  in 
social  activities  and  performed  only  incidental  services  for  him- 
are  includible  in  the  taxpayer's  gross  income. 

2.  Whether,  if  includible,  the  taxpayer  may  deduct  such 
amounts  as  ordinary  and  necessary  business  expenses. 

STATUTES  AND  REGULATIONS  INVOLVED 
The  relevant  statutes  and  Regulations  are  set  out  in  Appendix  A, 

infra. 

STATEMENT 
The  question  here  is  whether  amounts  paid  to  the  taxpayer  as 
reimbursement  for  travel  expenses  of  the  taxpayer's  wife  who  accom- 
panied her  husband  on  foreign  business  trips  are  includible  in  the 


_!/  Joint  returns  were  filed  by  ^^  "^  ^^..^^^^^^^^^ 
For  convenience,  this  brief  will  reier  onj.y 


payer 
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taxpayer's  gross  income  and,  if  so,  whether  the  taxpayer  may  deduct 
such  amounts  as  ordinary  and  necessary  business  expenses. 

Daring  the  taxeble  years  I962  and  I963  Mr.  Roy  0.  Disney  was 
president,  chairman  of  the  board,  a  director,  and  a  member  of  the  exe- 
cutive committee  of  Walt  Disney  Productions,  posts  which  he  held  at 
the  time  of  the  trial  of  this  case.   (II-E.  I6-I7.)   Walt  Disney 
Productions  is  a  well-known,  publicly  held  corporation  engaged  in 
producing  "family-type"  entertainment.  It  derives  its  income  pri- 
marily from  theatrical  distribution  of  motion  pictures,  but  its 
business  also  includes  operating  Disneyland  Park,  character  mer- 
chandising (e.g.,  marketing  children's  clothing,  dolls  and  games 
modeled  after  Disney  characters),  publishing  music,  books  and 
magazines,  and  distributing  I6 -millimeter  motion  picture  films  to 
schools  and  other  nontheatrical  markets.  The  company's  operations 
are  world-wide;  it  has  subsidiaries,  representatives,  and  licensees 
in  58  foreign  countries.  (I-R.  1U6.) 

In  1962  and  I963  the  taxpayer  and  his  wife  took  three  trips 
outside  the  covmtry,  and  one  trip  within  the  country.  The  travel 
expenses  of  the  taxpayer's  wife  on  all  of  these  trips,  with  the 
minor  exception  noted  below,  are  the  subject  of  this  appeal. 

On  the  first  trip  Mr.  and  Mrs.  Disney  traveled  in  January, 
1962,  for  about  21  days  from  their  residence  in  California  to  New 
York,  Paris,  and  London.   (I-R.  IUT;  II-R.  23-2l^.)  The  purpose  of 
the  trip,  concededly  a  business  trip  as  far  as  Mr.  Disney  was  con- 
cerned, was  to  gather  the  Disney  sales  forces  in  Paris  and  London, 
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bring  them  up  to  date  on  the  company's  new  products,  and  invite 
exhibitors  to  screenings  of  the  company's  new  products.   (II-R.  2^+.) 

There  is  very  little  evidence  as  to  what  Mrs.  Disney  did  on 
this  trip.  Mr.  Disney  in  general  testified  that  he  requested  his 
wife  to  accompany  him  on  his  foreign  trips  because  she  could  be 
helpful  in  promoting  and  publicizing  Disney  products.  (II-R.  26.) 
He  admitted  that  she  had  no  "precise  business  function"  (II-R.  92), 
and  that  she  would  not  attend  business  meetings  but  "might  stay 
in  the  hotel  or  twiddle  her  thumbs  or  walk  the  streets  or  go  to  a 
picture  show  or  wait  until  I  come  home  and  then  go  to  dinner  with 
me"  (II-R.  93).  He  further  testified  that  she  would  do  a  good  deal 
of  shopping  and  would  occupy  herself  with  "what  are  essentially 
nonbusiness  activities"  dioring  the  times  he  was  away  from  the  hotel. 
(II-R.  9^.) 

Mrs.  Disney  in  general  testified  that  her  duties  were  wifely 
and  social.  She  answered  the  telephone,  attended  dinners  and 
other  social  events  with  her  husband's  friends  and  business 
associates,  took  care  of  the  laundry  and  dry  cleaning,  accompanied 
her  husband  to  screenings,  exhibitions,  receptions,  and  press  con- 
ferences, socializing  with  employees,  keeping  account  of  the  company 
money  spent,  "being  generally  a  helpmate"  and  giving  Mr.  Disney  her 
"moral  support."  She  testified  that  performing  a  wifely  duty  "is 
most  of  it,  I  would  say."  (II-R.  95;  IH-R.  I69-ITO,  192-193.) 

The  second  trip  was  a  round-the-world  trip  taken  in  1962  by 
the  Disneys  and  Mr.  and  Mrs.  Vogel,  Mrs.  Disney's  sister  and  brother- 
in-law.  The  trip  was  concededly  a  business  trip  as  to  Mr.  Disney 
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and  a  vacation  as  to  the  Vogels.  The  trip  Included  numerous  sight- 
seeing jaxints,  including  trips  to  the  Hawaiian  Outer  Islands,  tourist 
attractions  in  Japem  and  Thailand,  the  Taj  Mahal  in  India,  the 
Pyramids  in  Egjrpt,  and  a  drive  through  Scotland  and  Ireland.  Many, 
but  not  all,  of  these  trips  took  place  on  weekends.  (II-R.  112- 
126.)  The  Vogels  paid  their  own  expenses  and  were  not  reimbursed 
by  Disney  Productions;  they  are  not  involved  in  this  controversy. 

The  evidence  concerning  Mrs.  Disney's  activities  on  this  trip, 
apart  from  sight-seeing,  is  sparse.  She  attended  screenings, 
cocktail  parties,  dinners,  and  apparently  was  present  at  a  press 
conference  held  by  Mr.  Disney.  (II-R.  30-32,  51.)  She  continued 
to  perform  such  wifely  duties  as  taking  telephone  messages,  super- 
vising her  husband's  laundry,  and  taking  care  of  similar  personal 
matters.  When  not  sight-seeing  or  shopping,  she  spent  a  good  deal 
of  time  during  the  day  in  her  hotel  and  in  the  evening  she  accom- 
panied her  husband  to  social  gatherings.  (III-R.  193-197 •) 

The  third  trip  in  controversy,  a  Ul-day  trip  to  Europe  in 
January  of  I963,  was  undertaken  toy  Mr.  Disney  to  discuss  the 
influence  of  the  Common  Market  on  Disney  Productions  and  to  attend  a 
publishers'  convention.   (II-R.  6O-6I.)  Again,  the  record  is  sparse 
as  to  Mrs.  Disney's  activities  during  this  trip.  Presumably,  they 
were  the  same  as  her  activities  on  previous  trips;  she  took  part  in 
her  husband's  social  activities  and  continued  to  perform  personal 
errands  for  her  husband. 

The  final  trip  involved  in  the  case  is  a  trip  which  took  the 
Disneys  to  Colorado,  Wisconsin,  Buffalo  and  New  York  City.  Mr. 


Disney  left  New  York  for  a  quick  trip  to  London  and  for  the  week  he 
was  absent  Mrs.  Disney  remained  in  New  York  City.  (I-R.  62-65.) 
There  is  no  indication  of  what  Mrs.  Disney  did  while  she  was  with 
her  husband  on  this  final  trip,  other  than  that,  as  to  company 
affairs,  she  participated  "in  matters  of  the  social  side."  (I-R. 

63.) 

The  District  Court  found  that  "Mrs.  Disney's  presence  on  the 
round-the-world  trip  and  the  two  trips  to  Europe  served  to  enhance 
the  firm's  image  abroad,"  that  "She  assisted  her  husband  in 
business  activities,  and  her  travel  was  for  a  bona  fide  business 
purpose"  and  that  her  "travel  expenses  were  properly  excluded  from 
gross  income."  It  found  "[a]s  to  her  stay  in  New  York  *  *  *  no 
evidence  of  a  business  purpose"  and  accordingly  held  that  the  "re- 
imbursed cost  of  the  week  [there]  *  *  *  should  be  treated  as 
additional  compensation  to  Mr.  Disney."   (I-R.  1*^2.) 

SPECIFICATION  OF  ERRORS  RELIED  UPO* 

1.  The  District  Court  erred  in  excluding  the  reimbursed 
travel  expenses  of  the  taxpayer's  wife  from  the  taxpayer's  gross 
income . 

2.  The  travel  expenses  of  the  taxpayer's  wife  are  not  de- 
ductible by  the  taxpayer  as  his  ordinary  and  necessary  business 
expenses . 

SUMMARY  OF  ARGUMENT 
This  case  involves  the  question  of  the  taxability  of  travel 
expenses  paid  by  Mr.  Disney's  employer  for  the  benefit  of  Mr.  Disney's 
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wife  who  accompanied  him  on  his  business  trips . 

The  District  Court  held  that  since  Mrs.  Disney's  "travel  was 
for  a  bona  fide  business  purpose,"  the  reimbursed  travel  expendi- 
tures did  not  constitute  gross  income  to  Mr.  Disney.  This  holding 
was  erroneous  as  a  matter  of  law.  Gross  income  is  defined  in  the 
Code  as  "income  from  whatever  source  derived"  and  includes  any 
economic  benefit  conferred  on  an  employee  as  compensation  whether 
in  the  form  of  cash,  or  goods  and  services.  Since  the  company's 
reimbursements  for  Mrs.  Disney's  travel  expenditures  were  not  in- 
tended to  be  and  did  not  constitute  gifts  to  Mr .  or  Mrs .  Disney, 
and  since  the  payments  do  not  fall  within  any  of  the  other  exceptions 
to  inclusion  in  gross  income  contained  in  the  Code,  amounts  reim- 
bursed clearly  constitute  the  taxpayer's  gross  income. 

The  basic  question  is  whether  the  reimbursed  travel  expenditures, 
gross  income  to  the  taxpayer,  wovild  nevertheless  be  deductible  by 
him  as  an  ordinary  and  necessary  business  expense  paid  or  incurred 
in  carrying  on  his  trade  or  business .  Although  the  District  Court 
did  not  pass  directly  on  this  question,  it  impliedly  held 
that  the  amounts  involved  would  be  deductible  for  two  reasons: 
First,  "Mrs.  Disney's  presence  on  the  roxind-the -world  trip  and  the 
two  trips  to  Europe  served  to  enhance  the  firm's  image  abroad"  and 
second,  Mrs.  Disney  "assisted  her  husband  in  business  activities  and 
her  travel  was  for  a  bona  fide  business  purpose." 

The  District  Court  erred  as  a  matter  of  law  in  relying  on  the 
enhancement  of  the  corporate  image  of  the  taxpayer's  employer  as 
a  necessary  justification  for  a  deduction  of  his  wife's  traveling 
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expenses.  Since  the  only  issue  in  the  case  is  whether  the  tax- 
payer may  deduct  the  travel  expenses  of  his  wife  as  ordinary  and 
necessary  business  expenses  piaid  or  incurred  in  carrying  on  his 
trade  or  business,  it  is  only  the  relationship  of  these  expenses  to 
his  business  which  is  relevant.  This  principle  is  well  established 
by  the  applicable  income  tax  Regulations  and  case  law.  Thus,  even 
if  Mr.  Disney's  employer  could  deduct  the  amount  of  its  reimburse- 
ment of  travel  expenses  from  its  gross  income,  as  an  ordinary  and 
necessary  business  expense  paid  in  carrying  on  its  trade  or  busi- 
ness, on  the  assumption  that  her  presence  on  the  trips  aided  and 
promoted  its  business,  it  would  not  necessarily  follow  that  the 
taxpayer  is  entitled  to  a  deduction  from  his  gross  income.  That 
result  would  obtain  only  if  in  fact  Mrs.  Disney  assisted  her  husband 
in  his  business  activities  and  rendered  other  than  wifely  and  per- 
sonal services . 

The  District  Court's  finding  that  Mrs.  Disney  "assisted  her 
husband  in  business  activities"  and,  impliedly,  that  "her  travel 
was  for  a  bona  fide  business  purpose"  insofar  as  her  husband's 
business  was  concerned,  is  clearly  erroneous.  The  record  reveals 
that  Mrs.  Disney's  activities  on  the  trips  in  question  were  ex- 
clusively wifely  and  social.  She  answered  the  telephone,  took  care 
of  Mr.  Disney's  laundry  and  diy  cleaning  and  accompanied  him  to 
screenings,  exhibitions,  receptions  and  dinners,  socializing  with 
employees  and  business  associates.  These  are  the  kind  of  activities 
which  any  wife  would  engage  in  and  are  only  "incidental  duties" 
which  do  not  reflect  a  bona  fide  business  purpose  for  her  travel. 
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If  Mrs.  Disney  had  performed  any  substantial  business -oriented 
services  for  her  husband,  as,  for  example,  acting  as  his  secretary 
her  travel  expenses  would  be  deductible  as  an  ordinary  and  necessary 
expense  of  his  business.  However,  when  her  activities  amount  only 
to  the  kind  of  activity  which  any  wife  would  engage  in  when  she 
accompanies  her  husband  on  a  trip,  her  travel  expenses  are  nothing 
more  than  the  non-deductible  personal  expenses  of  her  husband  and 
not  his  business  expenses . 

The  District  Court,  in  finding  that  Mrs.  Disney's  presence  on 
the  trips  "enhanced  the  firm's  image  abroad"  erred  in  failing  to 
address  itself  clearly  and  unequivocally  to  the  relevant  question 
whether  Mrs.  Disney's  activities  on  the  trips  were  so  related  to  the 
taxpayer's  carrying  on  of  his  trade  or  business  as  to  warrant  treat- 
ment of  her  travel  expenses  as  his  ordinary  and  necessary  business 
expenditures .  Moreover,  even  when  the  District  Court  purported  to 
address  itself  to  a  scrutiny  of  the  nature  of  Mrs.  Disney's  services, 
vis-a-vis  her  husband's  business,  its  findings  that  Mrs.  Disney 
"assisted  her  husband  in  business  activities"  and  that  "her  travel 
was  for  a  bona  fide  business  purpose"  are  clearly  erroneous  in  the 
light  of  the  overwhelming  evidence  that  all  she  did  was  to  render 
wifely  and  personal  services . 

ARGUMENT 

I 

THE  AMOUNTS  WHICH  THE  TAXPAYER'S  EMPLOYER  PAID  TO 
COVER  THE  TRAVEL  EXPENSES  OF  THE  TAXPAYER'S  WIFE, 
WHO  ACCCMPANIED  HIM  ON  HIS  BUSINESS  TRIPS,  IS  IN- 
CLUDIBLE IN  THE  TAXPAYER'S  GROSS  INCOME 
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The  initial  question  in  the  case  is  whether  the  travel  expenses 
of  Mrs.  Disney,  including  the  amounts  spent  for  her  food  and  lodging, 

which  were  paid  by  her  husband's  employer,  Disney  Productions,  when 

_2/ 
she  accompanied  her  husband  on  business  trips,    constitute  the 

taxpayer's  gross  income.  If  the  answer  is  in  the  affirmative, 
the  question  then  is  whether  the  taxpayer  may  deduct  the  amounts  as 
his  ordinary  and  necessary  business  expense.  If  deductible,  the 
taxpayer  would  have  no  income  tax  liability  since  the  deductions 
would  offset  the  amounts  included  in  his  gross  income.  On  the 
other  hand,  if  those  amounts  do  not  constitute  ordinary  and  necessary 
business  expenses,  the  taxpayer's  taxable  income  would  be  increased 
to  the  extent  of  Mrs.  Disney's  reimbursed  travel  expenditures. 

There  is  no  justifiable  reason  for  excluding  Mrs.  Disney's 
reimbursed  travel  expenses  from  taxpayers'  gross  income.    Section 
61(a)  of  the  Internal  Revenue  Code  (Appendix,  infra )  defines  "gross 
income"  as  meaning  "all  income  from  whatever  source  derived,  in- 
cluding (but  not  limited  to),  *  *  *  (l)  Compensation  for  services, 
including  fees,  commissions,  and  similar  items;  *  *  *  ."  The 
language  of  Section  6l(a)  (and  its  predecessor  provisions  in  prior 
revenue  laws)  "is  broad  enough  to  include  in  taxable  income  any 


_2/  Disney  Productions  paid  for  Mr.  and  Mrs.  Disney's  travel  ex- 
penses either  by  paying  for  their  transportation  and  personal 
living  expenses  directly  or  by  advancing  sums  to  Mr.  Disney  for 
this  purpose.  Solely  for  purposes  of  convenience,  we  will  refer 
to  Mrs.  Disney's  expenses  as  reimbursed  travel  expenses. 

Jj     Since  Mr.  and  Mrs .  Disney  filed  joint  returns,  the  amounts  which 
the  company  paid  for  Mrs.  Disney's  travel  expenditures  are  includible 
in  the  gross  income  reportable  in  those  returns  if  they  constitute 
gross  income  to  either  party. 
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economic  or  financial  benefit  conferred  on  the  employee  as  com- 
pensation, whatever  the  form  or  mode  by  which  it  is  effected" 
(Commissioner  v.  Smith .  32^+  U.S.  I77,  I91,  rehearing  denied,  32U 
U.S.  596),  and  clearly  expresses  "the  intention  of  Congress  to  tax 
all  gains  except  those  specifically  exempted"  (Commissioner  v. 
Glenshaw  Glass  Co..  3it-8  U.S.  k26,   U30;  Commissioner  v.  LoBue.  351 
U.S.  2^4-3;  see  also,  James  v.  United  States.  366  U.S.  213,  219; 
Rudolph  V.  United  States.  370  U.S.  269,  273). 

The  Committee  Reports  on  the  195i<-  Code  make  it  clear  that 
Congress  intended  to  exercise  its  fullest  taxing  power  in  Section 
61,  stating  (H.  Rep.  No.  1337,  83d  Cong.,  2d  Sess.,  pp.  AI8-AI9 
(3  U.S.C.  Cong.  &  Adm.  News  (195^)  ^017,  ^155);  S.  Rep.  No.  1622, 
83d  Cong.,  2d  Sess.,  pp.  I68-I69  (3  U.S.C.  Cong.  &  Adm.  News  (195^) 
4621,  4802)): 

Section  6l(a)  provides  that  gross  income  includes 
"all  income  from  whatever  source  derived."  This  de- 
finition is  based  upon  the  l6th  Amendment  and  the  word 
"income"  is  used  in  its  constitutional  sense. 

Where,  as  in  this  case,  an  employer  pays  for  goods  or  services 
for  the  benefit  of  his  employee  or  his  employee's  wife,  those  ex- 
penditures clearly  constitute  income  unless  they  are  gifts.  There 
was  no  contention  in  this  case,  nor  could  any  have  been  successfully 
made,  that  Disney  Productions  intended  the  reimbursed  travel  expenses 
of  Mrs.  Disney  to  be  gifts  to  either  Mr.  or  Mrs.  Disney.  True,  in 
its  findings  of  fact,  the  court  below  stated  that  the  reimbursement 
of  Mrs.  Disney's  travel  expenses  "was  not  intended  to  be  *  *  * 
[compensatory]  in  nature."   (I-R.  149- )  However,  in  the  absence 
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of  any  allegation  that  the  company's  payment  of  Mrs.  Disney's  travel 
expenses  were  gifts  and  in  the  absence  of  any  evidence  indicating 
the  requisite  "disinterested  generosity"    on  the  part  of  Disney 
Productions,  the  court's  statement  can  be  reasonably  construed  only 
as  a  legal  conclusion  that  the  reimbursed  expenses  did  not  con- 
stitute gross  income  and  not  as  a  finding  that  gifts  were  made. 
Thus,  since  the  payments  made  on  Mrs.  Disney's  behalf  were  not  gifts, 
and  do  not  fall  within  any  of  the  other  exceptions  to  the  defini- 
tion of  gross  income  contained  in  the  Code  (e.g.,  Section  119 ), 
they  clearly  constitute  gross  income.  The  fact  that  the  benefit  to 
the  Disneys  was  conferred  in  the  form  of  the  payment  of  travel  ex- 
penses rather  than  cash  of  coirrse  does  not  affect  this  result,  such 
gross  income  includes  the  value  of  goods  and  services  received  as 
well  as  cash.  Section  1.  61-2 (d).  Treasury  Regulations  on  Income 
Tax  (195^4-  Code)  (Appendix  A,  infra);  see,  e.g.,  Koons  v.  United 
States,  315  F.  2d  5i)-2  (C.A.  9th);  Commissioner  v.  Fender  Sales,  Inc., 
338  F.  2d  924,  certiorari  denied,  382  U.S.  813.  Nor  does  the  fact 
that  the  taxpayer,  in  other  circximstances  than  the  present,  might 
have  been  entitled  to  deduct  the  amounts  representing  reimburse- 
ments for  his  wife's  travel  expenses  as  his  ordinary  and  necessary 
business  expenses  foreclose  the  initial  includibility  of  those 
amounts  in  gross  income.  See  Warwick  v.  United  States,  236  F.  Supp. 
761  (E.D.  Va.),  the  case  upon  which  the  taxpayer  and  the  court  below 
chiefly  relied.  See  also  Patterson  v.  Thomas,  289  F.  2d  IO8  (C.A. 


_hj     Commissioner  v.  Duberstein,  363  U.S.  278. 
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5th)j  Moorman  v.  Commissioner.  26  T.C.  666j  cf .  Walkup  Drayage  & 
Warehouse  Co.  v.  Commissioner,  decided  June   25,  19I+5  (p-H  Memo  T.C. 
par.  45,24l). 

We  have  been  able  to  find  only  two  cases  in  which  reimbursed 
traveling  expenses  were  excluded  from  gross  income  on  the  ground 
that  the  expenditures  were  ordinary  and  necessary  business  expenses. 
Allenberg  Cotton  Co.  v.  United  States  (D.C.  Tenn.),  decided  December  2, 
i960  (7  A.F.T.R.  2d  368),  and  McDonnell  v.  Commissioner,  decided 
January  31,  1967  (26  T.C.M.  115 ).  Neither  of  the  opinions  cited  any 
authority  for  the  holding,  and  although  the  results  in  both  cases 
can  be  justified- -since  the  expenses  could  have  been  found  to  be 
deductible  from  gross  income — the  courts '  exclusion  of  the  reim- 
biorsed  traveling  expenses  from  gross  income  was  wrong. 

McDonnell,  for  example,  involved  a  husband  and  wife  who 
travelled  to  Hawaii  to  chaperone  a  group  of  salesmen  who  had  won 
a  company  sales  contest.  The  travel  expenses  of  both  Mr.  and  Mrs. 
McDonnell  were  paid  directly  by  his  employer.  The  Tax  Court  held 
that  the  expenses  were  excludible  from  gross  income.  Since  the 
record  before  the  court  showed  that  the  trip  was  a  business  trip 
for  both  the  husband  and  his  wife,  "whose  duties  were  substantial 
and  could  not  have  been  performed  by  stag  men,"  the  court's  con- 
clusion that  the  travel  expenses  should  not  be  taxable  to  the 
taxpayers  was  justifiable.  Its  exclusion  of  the  expenditures 
from  gross  income,  however,  was  erroneous.    The  holding  is  in 


_J/  The  Commissioner  has  acquiesced  only  in  the  result  reached  by 
the  court  in  the  case. 
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conflict  with  the  general  principles  of  income  realization  we  have 

discussed  above.  Furthermore,  the  decision  does  not  represent  the 

Tax  Court's  position  on  the  matter;  in  Jenkins  v.  Commissioner. 

decided  December  27,  I96T  (P-H  Memo  T.C.,  par.  67-257),  the  court 

held  that  reimbursed  travel  expenditures  constituted  gross  income 

even  if  deductible  as  ordinary  and  necessary  business  expenses. 

Thus,  the  travel  expenses  of  Mrs.  Disney  which  were  paid  by 

her  husband's  employer  constituted  the  taxpayer's  gross  income  and 

the  court's  contrary  conclusion  was  wrong  as  a  matter  of  law. 

II 

MRS.  DISNEY'S  TRAVEL  EXPENSES  WERE  NONDEDUCTIBLE 
PERSCHAL  LIVING  EXPENSES  AUD  NOT  DEDUCTIBLE 
ORDINARY  AND  NECESSARY  BUSINESS  EXPENSES  OF 
THE  TAXPAYER 

Although  Mrs.  Disney's  travel  expenses  are  includible  in  the 
taxpayer's  gross  income,  they  are  not  necessarily  taxable.  The 
real  question  in  this  case  is  whether,  includible  in  gross  income, 
they  are  nevertheless  deductible  under  Section  162  as  ordineiry  and 
necessary  business  expenses  of  the  taxpayer,  or  are  nondeductible 
under  Section  262  as  personal  expenses. 

Section  162  (Appendix  A,  infra)  provides: 

(a)  In  General . —There  shall  be  allowed  as  a 
deduction  all  the  ordinary  and  necessary  expenses 
paid  or  incurred  during  the  taxable  year  in  carrying 
on  any  trade  or  business,  including — 


(2)  traveling  expenses  (including  the  entire 
amount  expended  for  meals  and  lodging)  while  away 
from  home  in  the  pursuit  of  a  trade  or  business;  and 
*  *  *         ♦        * 

(26  U.S.C.  1961+  ed..  Sec.  162.) 
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Section  262,  on  the  other  hand,  provides: 

SEC.  262.  PERSONAL,  LIVING,  AND  FAMILY  EXPENSES. 

Except  as  otherwise  expressly  provided  in  this 
chapter,  no  deduction  shall  be  allowed  for  personal, 
living,  or  family  expenses . 

(26  U.S.C.  I96I+  ed.,  Sec.  262.) 

Unhappily,  these  two  sections  are  not  self -limiting.  As 
Justice  Holmes  has  reminded  us,  "all  rights  tend  to  declare  them- 
selves absolute  to  their  logical  extreme.  Yet  all  in  fact  are 
limited  by  the  neighborhood  of  principles  of  policy  which  are 
other  than  those  on  which  the  particular  right  is  formed  *  *  *." 
Hudson  Water  Co.  v.  McCarter,  209  U.S.  3^+9,  355-   So  it  is  with 
business  and  personal  expenses.  Each  can  be  carried  to  a  logical 
extreme.  For  example,  everyone  must  wear  clothes  to  work,  and 
logically,  the  cost  of  clothing  could  be  a  business  expense.  It 
is  clear,  however,  that  unless  an  employee  is  required  to  wear  a 
uniform,  the  cost  of  ordinary  clothing  is  a  nondeductible  personal 
expense.  See  ^A  Mertens,  Law  of  Federal  Income  Taxation,  Sec. 
25.123.  Similarly,  with  travel  expenditures,  although  few  can  live 
within  wanting  distance  of  their  jobs,  all  commuting  expenses  are 
nondeductible  personal  expenses  even  though  they  are  necessarily 
incurred  to  enable  a  taxpayer  to  reach  his  place  of  business. 
Commissioner  v.  Flowers,  326  U.S.  k6^.     The  line  of  demarcation 
between  an  ordinary  and  necessary  business  expense  and  a  personal 
xpense  recognizes  that  where  a  large  personal  component  exists  in 
,xpense,  it  should  be  regarded  as  nondeductible  even  though  it 


e 
an  e 
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may  have  some  kind  of  relationship  to  the  expender's  business. 

The  need  to  arrive  at  an  accomodation  between  the  competing 
principles  of  Sections  l62  and  262  alao  exists  with  respect  to  the 
expenses  of  a  taxpayer's  wife.  Few  can  doubt  that  an  attractive, 
Intelligent  and  socially-responsive  wife  helps  a  man  in  his  business 
or  profession.  But  it  is  difficult  to  imagine  that  anyone  would 
argue  that  the  cost  of  his  wife's  clothes,  hairdos,  or  social 
activities  normally  is  deductible  as  a  business  expense. 

Similarly,  in  the  case  of  a  wife  who  accompanies  her  husband 
on  a  business  trip,  few  would  doubt  that  she  is  of  some  kind  of 
assistance  to  him.  She  will  take  care  of  his  personal  affairs 
(e.g.,  laundry,  valet  service),  take  telephone  messages  for  him, 
and  accompany  him  to  social  events — all  helpful  to  him  in  his 
business.  But  these  are  precisely  the  functions  any  wife  performs 
at  home,  and  it  is  difficult  to  see  why  the  husband  should  be  per- 
mitted to  deduct  her  ordinary  living  expenses  (food  and  lodging), 
and  travel  expenses  when  they  are  away  from  home,  as  ordinary 
business  expenses  when  they  are  clearly  not  deductible  under 
ordinary  circimistances .  Such  expenses  may  be  "concomitants"  to 
the  business  operated  by  some  persons  "[but]  they  are  not  ordinary 
and  necessary  business  expenses"  because  they  are  not  economically 
an  integral  part  of  the  business.  See  Commissioner  v.  Doyle,  231 
F.  2d  635  (CA.  Jth). 

Accordingly,  Section  1.162-2  of  the  Treastiry  Regulations 
(Appendix  A,  infra)  provides: 
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§1.162-2.  Traveling  expenses. 

^t        *        *        *        * 

(c)  Where  a  taxpayer's  wife  accompanies  him  on  a 
business  trip,  expenses  attributable  to  her  travel  are 
not  deductible  unless  it  can  be  adequately  shown  that 
the  wife's  presence  on  the  trip  has  a  bona  fide  business 
purpose.  The  wife's  performance  of  some  incidental 
service  does  not  cause  her  expenses  to  qualify  as  de- 
ductible business  expenses.  The  same  rules  apply  to 
any  other  members  of  the  taxpayer's  family  who  accompany 
him  on  such  a  trip. 

(26  C.F.R.,  Sec.  1.162-2.) 

The  court  below  held  that  Mrs.  Disney's  travel  expenses  were 
deductible  because  it  found  that  "[her J  presence  on  the  round  the 
world  trip,  the  two  trips  to  Europe  and  the  domestic  trip  served 
to  enhance  the  corporate  image  abroad,  she  assisted  her  husband  in 
business  activities,  and  her  travel  was  for  a  bona  fide  business 

purpose."   (I-E.  l^tS,  l"*?-) 

Ihe  District  Court's  initial  error  was  its  reliance  on  the 
enhancement  of  Walt  Disney  Production's  corporate  image  as  Justi- 
fying the  deduction  of  Mrs.  Disney's  traveling  expenses.  The 
deductibility  Of  a  wife's  travel  expenses  rests  exclusively  on  the 
relationship  of  those  expenses  to  her  husband's  business  and  not 
on  their  relationship  to  her  husband's  employer's  business.  See 
section  l.l£2-2(a).  Treasury  Reflations  on  Income  Tax  (195^  Code). 
Even  if  Mrs.  Disney's  presence  enhanced  the  image  of  Walt  Disney 
Productions  abroad,  it  would  not  provide  the  basis  for  a  deduction 
Of  her  traveling  expenses  from  gross  income,  since  only  the 
ordinary  and  necessa^  business  expenses  of  Mr.  Disney  are  properly 
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deducted  by  him  from  his  gross  income.  Patterson  v.  Thomas,  289 

F.  2d  108  (C.A.  5th);  Challenge  Manufacturing  v.  Commissioner.  37 

T.  C.  65O;  Moorman  v.  Commissioner,  26  T.C.  666;  Rudolph  v.  United 

States,  189  F.  Supp.  2  (N.D.  Texas),  affirmed,  29I  F.  2d  8U1  (C. 

A.  5th),  writ  of  certiorari  dismissed  as  improvidently  granted, 

370  U.S.  269.  The  deductible  nature  of  the  reimbursement  for  Mrs. 

Disney's  traveling  expenses  must  be  Judged,  in  this  context,  from 

the  taxpayer's  viewpoint,  not  from  the  viewpoint  of  Walt  Disney 

Productions.  As  the  Fifth  Circuit  noted  in  Patterson  v.  Thomas, 

supra,  pp.  112-113,  in  holding  that  amounts  paid  by  the  taxpayer's 

employer  to  a  hotel  and  a  travel  agency  for  accomodations,  meals, 

and  a  sight-seeing  trip  for  the  taxpayer  and  his  wife  constituted 

gross  income  to  the  taxpayer  and  were  not  deductible  by  him: 

At  the  outset,  it  is  important  to  note  that  the 
nature  of  the  trip  must  be  determined  from  the  individual 
taxpayer's  point  of  view,  rather,  than  from  the  point  of 
view  of  his  employer.  To  illustrate,  an  employer  may 
find  the  efficiency  of  his  salesmen  is  greatly  increased 
if  he  gives  them  a  two-week,  all-expense -paid  vacation 
trip  to  Florida  as  a  reward  for  increasing  sales.  From 
the  employer's  point  of  view,  the  amounts  ^e  emends  in 
providing  the  trip  may  be  business  expenses  deductible 
by  him.  But  to  the  recipient,  that  trip  is  solely  for 
Seasure.  Although  "connected  with"  his  business,  the 
salesman  who  goes  on  the  Florida  Jaunt  is  receiving  income, 
intt  as  if  the  prize  in  the  sales  contest  were  a  bonus, 
^ZZ   ^oSlts'expended  in  going  to  Florida  and  spending 

Se  two  weeks  there  would  be  --^^^^=^iJi%2uc?ibilit; 
penditures.  We  note,  therefore,  that  the  <^«^^^^^J"J^3^1 
^f  sums  as  business  expenses  by  ^^^^^^f  ^J  e^s";"' 
in  determining  whether  the  expenditure  °^^^°^^^^%/ 
their  recipient  is  deductible  by  him  as  an  ordinary 
necessary  business  expense.  _6/  

_6/     Judge  Brown  dissented  ^^'^^ ll'^l.fZlnZ's^^^^^ 
ticpayer  and  his  wife  were  compelled  from  the  busines     ^^^  ^^ 
to  attend  the  convention  sponsored  by  his  ^-^Pl^y^^^^^^i^^S) 


-  19  - 

Thus,  in  this  case,  the  enhancement  of  Disney  Productions' 
corporate  image  might  provide  a  basis  for  the  corporation's 
deducting  the  amount  of  Mrs.  Disney's  travel  expenses,  but  it 
does  not  provide  a  basis  for  Mr.  Disney's  deduction  of  those 
amounts,  and  the  court's  reliance  on  this  fact  was  erroneous. 
See  also  Sheldon  v.  Commissioner.  299  F.  2d  kQ   (C.A.  7th). 

The  District  Court  also  found  that  Mrs.  Disney  "assisted  her 
husband  in  business  activities,  and  her  travel  was  for  a  bona  fide 
business  purpose."   (l-R.  1^4-2,  1^9.)  Since  the  court  did  not 
specify  how  Mrs.  Disney  "assisted  her  husband  in  business  activities," 
it  is  difficult  to  know  on  what  basis  the  court  reached  its  con- 
clusion that  "her  travel  was  for  a  bona  fide  business  purpose." 
The  only  activities  the  court  referred  to  were  Mrs.  Disney's 
attendance  at  "various  dinners,  social  functions,  film  screenings, 
and  other  gatherings  of  employees,  exhibitors,  distributors,  other 

6/  (Continued) 
both  of  them  were  deductible.  It  is  noteworthy  that  he  agreed  with 
the  majority  that  the  travel  expenses  of  the  taxpayer  and  his  wife 
paid  by  his  employer  on  their  behalf  was  income  to  them  and  that  the 
deductibility  of  these  amounts  should  be  considered  from  the  stand- 
point of  the  taxpayer  and  not  his  employer.  It  is  also  noteworthy 
that  the  business  compulsion  which  Judge  Brown  relied  on  in  his  dis- 
sent in  Thomas  is  not  present  here.  The  taxpayer  in  Thomas  may 
have  been  required  to  attend  the  convention  with  his  wife  or  lose 
the  opportunity  for  advancement,  but  Roy  Disney,  the  president  and 
chief  executive  officer  of  Disney  Productions,  was  under  no  compara- 
ble corporate  compulsion  to  take  his  wife  along  on  his  foreign  trips. 

The  District  Court's  statement  that  Walt  Disney  Productions  "has 
virtually  insisted  on  the  wives'  presence"  on  extended  business  trips 
reflects  nothing  more,  in  our  view,  than  a  company  preference  tnat 
wives  accompany  their  husbands  on  the  husbands'  business  trips.  This 
is  far  short  of  a  requirement,  in  the  sense  of  Judge  Brown's  dissent 
in  Thomas.  Furthermore,  it  is  apparent  that  to  the  extent  the  com- 
pan^Ti^licy  could  be  loosely  called  a  "requirement  ,  it  was  adopted 
only  as  an  afterthought  for  the  purposes  of  this  litigation,  {lll-ti. 
233,  2U2-2i^3.) 
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business  associates,  the  press,  and  the  public."  (l-R.  1^7.)  Her 
presence  at  these  events  may  have  enhanced  Walt  Disney  Productions ' 
image,  and  the  court  appeared  to  consider  them  relevant  only  from 
this  standpoint  (l-R.  139);  there  is  no  indication  in  the  court's 
opinion  or  findings  of  fact  and  conclusions  of  law — other  than  what 
is  reflected  in  its  either  irrelevant  or  conclusory  findings  (e.g., 
findings  Nos.  13  and  2l)— to  what  extent,  if  any,  these  activities 
assisted  her  husband  on  the  trips  in  carrying  on  his  trade  or  busi- 
ness . 

Since  it  is  difficult  to  fathom  the  grounds  for  the  court's 
determination,  we  must  turn  to  the  record  to  determine  whether  Mrs . 
Disney's  activities  were  of  such  substantial  assistance  to  her 
husband  that  they  should  be  deductible  by  him  as  ordinary  and 
necessary  business  expenses.  We  submit  that  they  were  not  and 
the  co\irt's  conclusion  that  Mrs.  Disney's  travel  was  undertaken 
principally  for  a  bona  fide  business  purpose  of  her  husband  was 
"clearly  erroneous."  Commissioner  v.  Duberstein,  363  U.S.  278; 
United  States  v.  Gypsum  Co.,  333  U.S.  364,  395. 

The  record  reveals  that  Mrs.  Disney's  activities  on  the  trips 
were  in  the  nature  of  wifely  duties,  such  as  taking  care  of  their 
laundry  and  valet  requirements,  taking  telephone  messages  when 
she  was  in  the  hotel  and  keeping  track  of  their  personal  expendi- 
tures .  When  she  was  not  in  the  hotel  during  the  day  she  would  be 
shopping  or  attending  a  movie.  (I-R.  139-)  She  also  attended 
screenings  and  social  events,  like  dinners  and  cocktail  parties, 
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along  with  her  husband.    Although  these  activities  undoubtedly 
were  of  some  help  to  Mr.  Disney  as  concomitants  to  his  business 
activities,  we  submit  that  they  are  so  close  to  the  sort  of  thing 
that  any  wife  does  for  her  husband  whether  they  are  at  home  or 
traveling  as  to  fall  within  the  embrace  of  personal  activities 
and  do  not  demonstrate  a  bona  fide  business  purpose  for  her  trip 
sufficient  to  justify  a  deduction  of  her  traveling  expenses  from 
her  husband's  income.  See  Section  l.l62-2(c),  Treasury  Regulations 
on  Income  Tax  (195^  Code);  Rev.  Rul.  55-57,  1955-1  Cum.  Bull.  315; 
Rev.  Rul.  56-168,  1956-I  Cum.  Bull.  93. 

With  one  exception,  in  those  cases  in  which  a  husband  has  been 
allowed  to  deduct  his  wife's  traveling  expenses,  the  evidence 
revealed  that  the  wife  performed  substantial  services  for  her 
husband  which  assisted  him  in  carrying  on  his  trade  or  business. 
For  example,  in  Duncan  v,  Bookwalter ,  2l6  F.  Supp.  301  (W.D.  Mo.), 
Mrs.  Duncan  handled  the  details  of  the  trip;  in  Allenberg  Cotton 
Co.  V.  United  States,  supra,  Mrs.  Allenberg,  v^o  was  a  nurse,  took 
care  of  her  husband,  vdio  was  diabetic;  in  McDonnell  v.  Commissioner, 
supra,  Mrs .  McDonnell  was  assigned  the  specific  duty  of  chaperoning 
the  wives  of  company  employees,  a  task  which  the  court  found  could 
not  have  been  performed  by  a  man.  Finally,  in  Thomas  v.  Commissioner, 
decided  March  l4,  1939  (P-H  Memo  B.TJV.,  par.  39,112),  Mrs.  Thomas 


7/  So  that  the  Court  need  not  read  the  entire  transcript,  the 
following  transcript  references  contain  the  testimony  regarding 
Mrs.  Disney's  activities  when  traveling  with  her  husband  with 
the  exception  of  her  sightseeing  activities:  II-R.  28,  30-32, 
35-36,  39-^0,  1+2,  J+8-5i+,  57,  63-65,  91-100,  101,  110,  1^^; 
in-R.  163-170,  172-173,  182-189,  191-19^,  196-197,  201,  22h. 
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acted  as  her  husband's  secretary  and  singing  coach.  Mrs.  Disney 
however,  performed  no  comparable  functions  on  the  trips  she  took 
with  her  husband.  She  made  no  arrangements  for  the  trip,  per- 
formed no  secretarial  or  similar  duties,  did  not  take  part  in  any 
business  discussions,  and  even  with  regard  to  her  social  activities, 
it  does  not  appear  that  she  made  any  arrangements  or  planned  any 
dinners  or  cocktail  parties.  To  the  extent  that  she  did  help 
her  husband  by  taking  telephone  messages,  it  amounted  only  to  an 
"incidental  service"  which  does  not  make  the  costs  of  her  trip  de- 
ductible. Regulations  Section  l.l62-2(c).  In  short,  Mrs.  Disney 
did  only  what  any  wife  would  do  to  help  her  husband  in  the  normal 
course  of  events;  her  activities  do  not  suggest  a  bona  fide  busi- 
ness purpose  justifying  the  deduction  of  her  travel  expenses. 

The  District  Court  appeared  impressed  with  the  fact  that  Mrs. 
Disney's  trip  did  not  amoxint  to  a  vacation.  This  conclusion  is 
doubtful  at  best.  She  did  engage  in  a  large  amount  of  sightseeing 
on  the  round-the-world  trip  with  her  sister  and  brother-in-law, 
who  were  concededly  on  vacation,  and  the  testimony  at  the  trial 
indicates  that  she  engaged  in  substantial  recreational  activities 
on  her  trips.    Even  if  it  was  not  a  vacation,  it  does  not  follov 
that  her  presence  must  have  a  bona  fide  business  purpose.  A  wife 
may  accompany  her  husband,  for  his  personal  convenience— to  provide 
companionship,  help  him  with  small  personal  details,  and  provide  a 


_8/  The  testimony  regarding  the  Disneys '  and  Vogels'  sightseeing 
activities  can  be  found  at  H-R.  112-126,  and  III-R.  ia5-190. 
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congenial  atmosphere  for  him  and  for  his  acquaintances  when  he  is 
away  from  home .  That,  we  submit,  was  the  reason  Mrs .  Disney- 
accompanied  her  husband  on  his  business  trips .  In  order  to  pre- 
vent the  deduction  of  such  expenses,  which  would  clearly  be 
personal,  the  Regulations  and  cases  require  some  demonstration 
that  the  wife  is  performing  substantial  services  for  her  husband 
(as  opposed  to  her  husband's  employer).  Such  evidence  is  lacking 
in  this  case,  and  the  District  Court  was  clearly  in  error  in  con- 
cluding that  Mrs.  Disney's  travel  was  for  a  bona  fide  business 
purpose  vis-a-vis  the  carrying  on  of  her  husband's  trade  or  busi- 
ness. Thus,  if  the  District  Court  had  reached  the  question 
whether  the  taxpayer  could  deduct  the  amounts  paid  for  his  wife's 
travel  expenses,  it  would  have  been  required  to  respond  in  the 
negative,  since  the  tascpayer  would  of  course  have  had  the  burden 
of  proving  that  he  was  entitled  to  the  deduction  and  had  failed  in 
meeting  that  biirden. 

The  ta^ayer  and  the  District  Court  relied  heavily  on  Warwick 
V.  United  States,  236  F.  Supp.  I6I   (E.D.  Va.).  We  submit  that 
that  case  does  not  possess  significant  precedential  value  for  this 
Court .  In  Warwick,  the  District  Court  permitted  the  taxpayer  to 
deduct  the  cost  of  his  wife's  travel  expenditures  when  she  accom- 
panied him  on  foreign  trips.  The  court  reached  its  conclusion 
to  a  large  extent  on  the  very  unusual  position  that  the  taxpayer 
occupied  in  the  business  world  requiring  him  to  establish  extremely 
close  connections  with  a  very  small  number  of  potential  foreign 
customers.  The  court  found  that  the  presence  of  his  wife  was 
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necessary  to  establish  that  relationship.  In  this  case,  there  is 
no  showing  in  the  record  that  Mr.  Disney  occupied  a  position  differ- 
ent from  any  executive  with  a  product  he  is  trying  to  sell.  That 
product,  vhldh   the  court  described  as  "family  type  entertainment," 
(I-R.  137),  may  be  "rather  unique"  (II-R.  82),  but  Mr.  Disney's 
position  is  not,  and,  therefore,  not  comparable  to  Mr.  Warwick's. 
Furthermore,  Mrs.  Warwick  entertained  customers  and  their  wives  in 
her  hotel.  There  is  no  showing  that  Mrs.  Disney  did  any  comparable 
entertaining.  All  that  she  did  was  accompany  her  husband  to  social 
events.  The  evidence  overwhelmingly  points  to  the  conclusion  that 
Mrs .  Disney  did  not  accompany  her  husband  on  the  trips  involved  here 
principally  for  a  bona  fide  business  purpose  relating  to  her  hus- 
band's business,  but  that  she  accompanied  him  for  personal  non- 
business considerations.  Accordingly,  her  travel  expenses  may 
not  be  treated  as  the  ordinary  and  necessary  business  expenses  of 
carrying  on  his  trade  or  business,  but  must  be  regarded  as  non- 
deductible personal  expenses . 
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CONCLUSION 
The  judgment  of  the  District  Court  should  be  reversed  and 
judgment  entered  for  the  United  States. 

Respectfully  submitted, 

MITCHELL  ROGOVIN, 
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APPENDIX  A 

Internal  Revenue  Code  of  1954: 

SEC.  61.   GROSS  INCOME  DEFINED. 

(a)  General  Definition. — Except  as  otherwise  provided 
in  this  subtitle,  gross  income  means  all  income  from  what- 
ever source  derived,  including  (but  not  limited  to)  tlie 
following  items : 

(1)  Compensation  for  services,  including  fees, 
commissions,  and  similar  items: 

(2)  Gross  income  derived  from  business: 

(3)  Gains  derived  from  dealings  in  property; 

(4)  Interest: 

(5)  Rents: 

(6)  Royalties: 

(7)  Dividends: 

(8)  Alimony  and  separate  maintenance  payments; 

(9)  Annuities: 

(10)  Income  from  life  insurance  and  endowment 
contracts' 

(11)  Pensions; 

(12)  Income  from  discharge  of  indebtedness; 

(13)  Distributive  share  of  partnership  gross 
income ; 

(14)  Income  in  respect  of  a  decedent;  and 

(15)  Income  from  an  interest  in  an  estate  or 
trust. 


(26  U.S.C.  196^4-  ed..  Sec.  6l.) 

SEC.  162.   TRADE  OR  BUSINESS  EXPENSES. 

(a)  In  General. — There  shall  be  allowed  as  a  deduction 
all  the  ordinary  and  necessary  expenses  paid  or  incurred 
during  the  taxable  year  in  carrying  on  any  trade  or  busi- 
ness ,  including — 


(2)  [as  amended  by  Sec.  k(\))   of  the  Revenue  Act 
of  1962,  P.L.  87-834,  76  Stat.  960 ]__2/ traveling  ex- 
penses (including  amounts  expended  for  meals  and 
lodging  other  than  amounts  which  are  lavish  or 


_2/  This  amendment,  applicable  to  the  taxable  year  ±963,   does 
not  materially  affect  this  case. 
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extravagant  under  the  circumstances)  while  away  from 
home  in  the  pursuit  of  a  trade  or  business;  *  *  * 


(26  U.S.C.  1964  ed.,  Sec.  162.) 

Treasury  Regulations  on  Income  Tax  (1954  Code) : 

§  1.61-1  Gross  income. 

(^)  General  definition.   Cross  income  means  all  income 
from  whatever  source  derived,  unless  excluded  by  law.   Gross 
income  includes  income  realized  in  any  form,  whether  in 
money,  property,  or  services.   Income  may  be  realized,  there- 
fore, in  the  form  of  services,  meals,  accommodations,  stock, 
or  other  property,  as  well  as  in  cash.   Section  61  lists  the 
more  common  items  of  gross  income  for  purposes  of  illustra- 
tion.  For  purposes  of  further  illustration,  §  1.61-14  men- 
tions several  miscellaneous  items  of  gross  income  not  listed 
specifically  in  section  61.   Gross  income,  however,  is  not 
limited  to  the  items  so  enumerated. 


(26  C.F.R.,  Sec.  1.61-1.) 

§  1.61-2  Compensation  for  services,  including  fees,  commis- 
sions  and  similar  items . 


(d)  Compensation  paid  other  than  in  cash — (1)  In 
general .   If  services  are  paid  for  other  than  in  money, 
the  fair  market  value  of  the  property  or  services  taken  in 
payment  must  be  included  in  income.   If  the  services  were 
rendered  at  a  stipulated  price,  such  price  will  be  presumed 
to  be  the  fair  market  value  of  the  compensation  received  in 
the  absence  of  evidence  to  the  contrary.   However,  for 
special  rules  relating  to  certain  options  received  as 
compensation,  see  §  1.61-15  and  section  421  and  the  regu- 
lations thereunder. 

(2)(i)  Prnnprf;^  rr'^"°f'"^^p^  «•"  employee  or  independent 
contractor.   Except  as  otherwise  provided  in  section  421 
and  the  regulations  thereunder  (relating  to  employee  stock 
options)  and  §  1.61-15,  if  property  is  transferred  by  an 
employer  to  an  employee,  or  if  property  is  transferred  to 
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an  independent  contractor,  as  compensation  for  services 
for  an  amount  less  than  its  fair  market  value,  then  re- 
gardless of  whether  the  transfer  is  in  the  form  of  a  sale 
or  exchange,  the  difference  between  the  amount  paid  for 
the  property  and  the  amount  of  its  fair  market  value  at 
the  time  of  the  transfer  is  compensation  and  shall  be  in- 
cluded in  the  gross  income  of  the  employee  or  independent 
contractor.   In  computing  the  gain  or  loss  from  the  sub- 
sequent sale  of  such  property,  its  basis  shall  be  the 
amount  paid  for  the  property  increased  by  the  amount  of 
such  difference  included  in  gross  income. 

*  -x-        *        *        # 

(3)  Meals  and  living  quarters.   The  value  of  living 
quarters  or  meals  which  an  employee  receives  in  addi- 
tion to  his  salary  constitutes  gross  income  unless  they 
are  furnished  for  the  convenience  of  the  employer  and 
meet  the  conditions  specified  in  section  119  and  the 
regulations  thereunder.   For  the  treatment  of  rental 
value  of  parsonages  or  rental  allowance  paid  to 
ministers,  see  section  107  and  the  regulations  there- 
under: for  the  treatment  of  statutory  subsistence 
allowances  received  by  police,  see  section  120  and 

the  regulations  thereunder. 

*  *         ^«-        *        * 

(26  C.F.R. ,  Sec.  1.61-2.) 

§  1.162-2  Traveling  expenses . 

(a)  Traveling  expenses  include  travel  fares ,  meals 
and  lodging,  and  expenses  incident  to  travel  for  such  as 
expenses  for  sample  rooms,  telephone  and  telegraph,  public 
stenographers,  etc.   Only  such  traveling  expenses  as  are 
reasonable  and  necessary  in  the  conduct  of  the  taxpayer's 
business  and  directly  attributable  to  it  may  be  deducted. 
If  the  trip  is  undertaken  for  other  than  business  purposes, 
the  travel  fares  and  expenses  incident  to  travel  are  per- 
sonal expenses  and  the  meals  and  lodging  are  living  ex- 
penses.  If  the  trip  is  solely  on  business,  the  reasonable 
and  necessary  traveling  expenses,  including  travel  fares, 
meals  and  lodging,  and  expenses  incident  to  travel,  are 
business  expenses.   For  the  allowance  of  traveling  ex- 
penses as  deductions  in  determining  adjusted  gross  in- 
come, see  section  62  (2)(B)  and  the  regulations  thereunder. 

(b)(1)  If  a  taxpayer  travels  to  a  destination  and 
while  at  such  destination  engages  in  both  business  and 
personal  activities,  traveling  expenses  to  and  from  such 
destination  are  deductible  only  if  the  trip  is  related 
primarily  to  the  taxpayer's  trade  or  business.  If  the 
trip  is  primarily  personal  in  nature,  the  traveling 
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expenses  to  and  from  the  destination  are  not  deductible 
even  though  the  taxpayer  engages  In  business  activities 
while  at  such  destination.   However,  expenses  while  at 
the  destination  which  are  properly  allocable  to  the  tax- 
payer's trade  or  business  are  deductible  even  though  the 
traveling  expenses  to  and  from  the  destination  are  not 
deductible. 

(2)  Whether  a  trip  is  related  primarily  to  the  tax- 
payer's trade  or  business  or  is  primarily  personal  in 
nature  depends  on  the  facts  and  circumstances  in  each 
case.   The  amount  of  time  during  the  period  of  the  trip 
which  is  spent  on  personal  activity  compared  to  the 
amount  of  time  spent  on  activities  directly  relating 
to  the  taxpayer's  trade  or  business  is  an  important 
factor  in  determining  whether  the  trip  is  primarily 
personal.   If,  for  example,  a  taxpayer  spends  one  week 
while  at  a  destination  on  activities  which  are  directly 
related  to  his  trade  or  business  and  subsequently  spends 
an  additional  five  weeks  for  vacation  or  other  personal 
activities,  the  trip  will  be  considered  primarily  per- 
sonal in  nature  in  the  absence  of  a  clear  showing  to  the 
contrary. 

(c)  VJhere  a  taxpayer's  wife  accompanies  him  on  a 
business  trip,  expenses  attributable  to  her  travel  are 
not  deductible  unless  it  can  be  adequately  shown  that 
the  wife's  presence  on  the  trip  has  a  bona  fide  business 
purpose.   The  wife's  performance  of  some  incidental 
service  does  not  cause  her  expenses  to  qualify  as 
deductible  business  expenses.   The  same  rules  apply 
to  any  other  members  of  the  taxpayer's  family  who 
accompany  him  on  such  a  trip. 


(26  C.F.R.,  Sec.  1.162-2.) 
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APPENDIX  B 
The  Exhibits  were  admitted,  as  follows: 

22/ 

Plaintiff's  Exhibits:  In  Evidence 

1  R.  22 

2  R.  37 

Defendant's  Exhibits: 

A  R.  328 

B  R.  337 


10/  References  are  to  the  transcript  of  the  proceedings  below 
;^ich  are  contained  in  Volumes  II  and  III  of  the  record  on  appeal, 
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No.  22,483 
IN  THE 


United  States  Court  of  Appeals 

FOR  THE  NINTH  CIRCUIT 


United  States  of  America, 

Appellant, 
vs. 

Roy  O.  Disney  and  Edna  F.  Disney, 

Appellees. 


On  Appeal  From  the  Judgment  of  the  United  States 
District  Court  for  the  Central  District  of  California. 


BRIEF  FOR  APPELLEES. 


Preliminary  Statement. 

Appellees,  Roy  O.  Disney  and  Edna  F.  Disney,  com- 
menced the  instant  action  to  recover  a  refund  of  certain 
federal  income  tax  deficiencies  alleged  to  have  been  il- 
legally or  erroneously  assessed  by  appellant  and  over- 
paid by  appellees  for  the  years  1962  and  1963.  Juris- 
diction was  conferred  on  the  District  Court  by  28 
U.S.C.  §1346.  The  District  Court  filed  its  Opinion  on 
May  3,  1967  (reported  at  267  F.  Supp.  1)  and  its  Find- 
ings of  Fact  and  Conclusions  of  Law  on  July  7,  1967. 
[I-R.  136,  144,  152.]^ 


^For  the  sake  of  convenience  and  clarity,  appellees  have  adopted 
the  designations  to  the  record  used  in  appellant's  brief.  "I-R."  re- 

(This  footnote  is  continued  on  the  next  page) 
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The  appellant,  United  States  of  America,  appeals 
from  the  portion  of  the  District  Court's  decision  and 
judgment  which  held  appellees  were  entitled  to  a  refund 
of  the  tax  deficiencies  paid  by  reason  of  the  inclusion 
in  their  taxable  income  of  sums  received  by  appellee, 
Roy  O.  Disney,  as  reimbursement  of  travel  expenses 
of  his  wife,  Edna  F.  Disney,  when  she  accompanied  him 
on  certain  business  trips.  Other  issues  involved  in  the 
action  below  pertaining  to  the  deductibility  of  exercise 
equipment  and  payments  to  Mr.  Disney's  secretary  are 
not  involved  in  this  Appeal. 

Statement  of  Facts. 

During  the  taxable  years  1962  and  1963,  appellee, 
Roy  O.  Disney,  was  President,  Chairman  of  the  Board, 
a  Director  and  a  member  of  the  Executive  Committee 
of  Walt  Disney  Productions  (hereinafter  called 
"WDP")  which  posts  he  held  at  the  time  of  the  trial 
of  this  case.  [II-R.  16-17.] 

WDP  is  a  publically  held  corporation  whose  stock 
is  listed  on  the  New  York  Stock  Exchange.   [I-R.  89.] 

WDP's  activities  are  world-wide.  Its  income  is  de- 
rived from  theatrical  distribution  of  motion  pictures, 
both  domestically  and  abroad,  with  foreign  distribution 
accounting  for  approximately  35  per  cent  of  the  com- 
pany's gross  film  earnings.  Television  programs  are 
licensed  around  the  world.  Other  segments  of  the  busi- 
ness include  character  merchandising  (i.e.,  marketing 
such    items    as    children's    clothing,    dolls    and    games 

fers  to  Volume  I  of  the  Transcript  of  Record  consisting  of  the 
various  pleadings  and  papers  filed  with  the  Clerk  of  the  District 
Court;  "II-R."  and  "III-R."  refer  to  the  two  volumes  which  com- 
prise the  Reporter's  Transcript  of  Proceedings. 
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modeled  after  Disney  characters),  publishing,  music, 
and  distribution  of  16  millimeter  motion  picture  films 
to  schools  and  other  non-theatrical  markets.  [I-R.  146.] 

The  company  sells  magazines  in  23  countries,  and 
has  contracts  with  59  publishers  around  the  world.  It 
has  subsidiaries,  representatives,  and  licensees  in  58 
foreign  countries.  [I-R.  146.] 

During  the  years  in  question,  WDP  had  a  distribut- 
ing company  in  England  and  in  France.  In  countries 
where  the  volume  was  insufficient  to  warrant  a  separate 
organization,  the  company  distributed  through  such 
companies  as  Metro-Goldwyn-Mayer  and  J.  Arthur 
Rank.  [II-R.  27.]  In  1962  the  company  had  recently 
bought  the  old  RKO  Company  of  Japan  and  had  set  up 
its  own  distribution  and  selling  organization  in  Japan. 
[II-R.  33.] 

Mr.  Disney  and  other  company  executives  are  re- 
quired to  make  numerous  business  trips  within  the 
United  States  and  abroad  in  the  furtherance  of  the 
company's  far-flung  operations.  The  trips  involve  not 
only  business  meetings,  conferences  and  conventions  at- 
tended primarily  by  men,  but  also  screenings,  recep- 
tions, press  conferences,  dinners,  and  numberous  social 
engagements  with  people  in  the  industry  at  which  wom- 
en are  in  attendance.  [T-R.  147;  II-R.  26,  30-32,  50-51, 
91-92.] 

There  is  a  rapport  and  feeling  of  fellowship  among 
people  in  show  business  throughout  the  world.  Recip- 
rocal entertainment  and  social  contact  on  business  trips 
is  expected  and  is  an  important  part  of  building  and 
maintaining  good  will.  [IT-R.  57-58,  103-105.]  Ac- 
cordingly, many  people  and  firms  in  the  industry,  in- 


eluding  WDP,  deem  it  advisable  from  a  business 
standpoint  that  wives  accompany  their  husbands  on  any- 
protracted  business  trip.  [I-R.  147;  II-R.  82-85.] 

In  addition  to  helping  maintain  general  good  will 
in  the  industry,  the  practice  of  having  wives  accompany 
their  husbands  on  business  trips  was  considered  par- 
ticularly important  to  WDP  from  a  publicity  stand- 
point because  of  the  special  position  it  occupied  in  the 
industry.  WDP  is  regarded  as  being  somewhat  unique 
in  the  motion  picture  and  entertainment  business  in 
that  it  has  specialized  in  the  making  of  "wholesome  en- 
tertainment" designed  for  appeal  to  the  entire  family. 
Many  of  its  pictures  are  based  upon  the  ideals  of 
Americanism  and  the  home.  Hence  the  company's  of- 
ficers and  directors  have  always  been  extremely  con- 
scious of  the  image  which  the  company  conveyed  to  the 
public.  Since  individuals  identified  with  WDP  are  fre- 
quently in  the  public  eye,  its  management  believes  that 
it  serves  to  enhance  the  company's  image  if  its  repre- 
sentatives travel  with  their  wives.  [I-R.  146-147;  II-R. 
18-19.  82-83;  III-R.  234-235,  240-241.] 

For  these  reasons,  WDP  has  for  many  years  paid 
the  expenses  of  the  wives  of  executives  and  salesmen 
who  accompany  their  husbands  on  extended  business 
trips  and  has  virtually  insisted  on  the  wives'  presence 
on  trips  where  it  believed  such  presence  would  further 
the  company's  interests.  [I-R.  147;  II-R.  18-19,  57- 
58.]- 


-Although  a  formal  resolution  of  the  Board  of  Directors  stat- 
ing the  company's  position  regarding  reimbursement  of  travel  ex- 
penses for  wives  was  not  adopted  until  1965,  it  is  clear  that  such 
resolution  expressed  a  standing  policy  which  management  had 
recognized  and  followed  for  many  years.  [Ex.  I;  II-R.  22-23, 
57-58;  III-R.  233,  241-242.] 
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In  his  capacity  as  chief  administrative  officer  of 
WDP,  Mr.  Disney  makes  regular  trips  to  Europe, 
primarily  in  the  winter,  to  meet  with  representatives  of 
the  company  and  with  distributors,  licensees,  and  ex- 
hibitors, as  well  as  with  persons  in  finance,  the  press, 
governmental  officials,  and  dignitaries  of  the  United 
States  and  other  countries  where  the  company  has  busi- 
ness interests.  Mr.  Disney  goes  to  Europe  in  the  winter 
because  that  is  the  time  of  year  when  people  to  be  con- 
tacted are  generally  available.  It  has  always  been  Mr. 
Disney's  custom,  in  conformity  with  corporate  policy, 
to  have  Mrs.  Disney  accompany  him  on  such  trips 
whenever  possible.     [I-R.  146-147;  II-R.  22.  57-58,  62.] 

On  such  trips  there  are  newspaper  interviews  and 
photographs  in  which  Mrs.  Disney  appears  with  Mr. 
Disney.  Management  of  the  company  believes  Mrs. 
Disney's  presence  invites  additional  publicity  for  the 
women's  pages  and  enhances  the  image  of  the  com- 
pany as  a  disseminator  of  family  entertainment.  Mrs. 
Disney  also  attends  various  dinners,  social  functions, 
film  screenings,  and  other  gatherings  of  employees,  ex- 
hibitors, distributors,  other  business  associates,  the 
press,  and  the  public.  [I-R.  147.]  There  are  many 
women  present  at  these  functions,  and  Mrs.  Disney's 
presence  is  helpful  to  Mr.  Disney  and  WDP.  [II-R. 
26.]  She  helps  entertain  at  the  various  social  gather- 
ings, takes  telephone  messages  during  the  day  while 
Mr.  Disney  is  attending  meetings,  makes  arrangements 
for  different  functions,  invites  guests,  and  is  generally 
available  to  assist  Mr.  Disney  in  any  way  she  can. 
[II-R.  91-92,  94.  140;  III-R.  168-169.] 

The  company  also  has  a  big  staff  scattered  around  the 
world.      [II-R.   105.]     Mrs.  Disney  is  very  helpful  in 


maintaining  good  organization  relations.  She  sends 
Christmas  cards,  remembers  new  babies  or  weddings  of 
children  of  members  of  the  Disney  organization  or  im- 
portant exhibitors  or  publishers  whom  she  has  met  on 
business  trips.     [II-R.  55.] 

In  1962  and  1963  Mr.  Disney  made  three  business 
trips  outside  the  country  and  one  trip  in  the  United 
States  of  the  type  described  above.  He  was  accom- 
panied by  Mrs.  Disney  pursuant  to  company  policy  and 
both  Mr.  and  Mrs.  Disney's  expenses  on  each  trip  were 
paid  by  WDP.  The  proper  tax  treatment  of  Mrs.  Dis- 
ney's expenses  on  these  four  trips  is  the  subject  of  this 
litigation.    [I-R.  89,  93.] 

The  first  trip  was  Mr.  Disney's  usual  periodic  trip 
to  Europe.  He  and  Mrs.  Disney  were  gone  about 
three  weeks  in  January  of  1962  and  went  to  Paris 
and  London.  The  District  Court  found  this  was  a  busi- 
ness trip.  [I-R.  147.]  It  was  for  the  purpose  of  gath- 
ering the  sales  forces  in  London  and  Paris,  and  hold- 
ing screenings  of  the  company's  products  for  exhibi- 
tors. [II-R.  24.]  Mr.  Disney  took  his  wife  because 
she  was  helpful  to  him  on  such  trips ;  there  are  many 
women  at  these  showings  and  there  are  many  women 
theatre  operators.     [II-R.  26.] 

Later  in  1962,  Mr.  and  Mrs.  Disney  made  a  three- 
month  world  tour  on  WDP  business.  The  expenses  of 
both  Mr.  and  Mrs.  Disney  were  reimbursed  by  the  com- 
pany. The  Disneys  were  accompanied  by  Mrs.  Disney's 
brother-in-law  and  sister,  the  Vogels,  the  latter  travel- 
ing at  their  own  expense.  [I-R.  148.]  Although  the 
trip  was  a  vacation  for  the  Vogels,  the  government 
concedes  that  it  was  a  business  trip  for  Mr.  Disney. 


— 7— 

(Br.  pp.  4-5.)  The  District  Court  found  that  any  side 
trips  taken  by  Mr.  and  Mrs.  Disney  with  the  Vogels 
were  merely  incidental  to  the  business  purpose.  They 
were  taken  on  week-ends  and  days  when  persons  with 
whom  Mr.  Disney  wished  to  transact  business  were  not 
available.     [I-R.  148;  II-R.  45.] 

On  this  1962  world  tour,  Mrs.  Disney  helped  and  sup- 
plemented Mr.  Disney's  work.  [II-R.  31.]  She  at- 
tended screening  and  receptions.  [II-R.  30-31.]  She 
was  present  and  interviewed  at  press  conferences.  [II- 
R.  31-32.]  At  each  stop  on  the  tour,  she  attended 
good-will  visits  to  various  people  in  the  industry,  social 
gatherings  which  followed  business  meetings  and  as- 
sisted Mr.  Disney  in  hosting  and  entertaining  exhibi- 
tors and  people  with  whom  Mr.  Disney  was  transact- 
ing business.     [II-R.  35-54.] 

In  1963  Mr.  and  Mrs.  Disney  traveled  to  New  York 
and  Europe  between  January  4  and  February  14  on 
their  regular  business  trip  on  behalf  of  WDP.  In  addi- 
tion to  their  normal  activities  on  such  trips,  there  were 
conferences  dealing  with  problems  of  operating  and  sell- 
ing in  the  Common  Market.  The  Disneys  also  at- 
tended a  publishers'  convention  in  Italy  on  this  trip. 
[I-R.  148;  II-R.  59-62.] 

Finally,  in  August  of  1963  the  Disneys  made  a  trip 
to  Colorado,  Wisconsin  and  New  York  along  with  Mr. 
Disney's  brother,  Walt,  and  his  wife.  On  this  trip, 
there  were  several  business  meetings  and  Mrs.  Disney 
engaged  in  the  attendant  social  activities  with  members 
of  the  Disney  organization  and  other  people  with  whom 
the  company  had  business  dealings.     [II-R.  62-65.]^ 


^During  this  trip,   Mr.   Disney  was  called   upon   to  make   an 
unexj^ected  trip  to  London.  Mrs.  Disney  remained  in  New  York 
(This  footnote  is  continued  on  the  next  page) 


With  respect  to  all  of  the  foregoing  trips,  WDP  made 
advances  or  reimbursements  to  cover  the  travel  expenses 
of  Mr.  and  Mrs.  Disney.  Mr.  and  Mrs.  Disney  kept 
careful  records  of  their  expenditures  and  made  account- 
ings to  the  company  for  each  of  the  trips  segregating 
the  business  expenditures  from  those  which  were  pure- 
ly personal.  The  Disneys  reimbursed  the  company  for 
all  personal  expenditures.  [I-R.  89-90,  95-106,  148- 
149;  II-R.  65-66,  109.] 

Mr.  and  Mrs.  Disney  filed  timely  joint  income  tax  re- 
turns for  the  years  1962  and  1963  and  paid  the  tax 
shown  to  be  due  thereon.  They  did  not  report  therein 
any  amounts  attributable  to  the  travel  expenses  which 
WDP  paid  for  Mr.  and  Mrs.  Disney  on  the  trips  in 
question.     [I-R.  87-88,  107-121.] 

Upon  audit  of  appellees'  tax  returns  for  said  years, 
the  Commissioner  of  Internal  Revenue  determined  that 
all  travel  expenses  incurred  by  Mrs.  Disney  were  per- 
sonal in  nature  and  that  her  presence  on  the  subject  trips 
did  not  have  a  bona  fide  business  purposes.  According- 
ly, the  amounts  paid  by  WDP  for  Mrs.  Disney's  travel 
expenses  were  treated  by  the  Commissioner  as  addi- 
tional taxable  income  to  Mr.  Disney.     [I-R.  90-91.] 

The  deficiencies  attributable  to  the  inclusion  of  Mrs. 
Disney's  reimbursed  travel  expenses  in  taxable  income 

for  a  week  until  Mr.  Disney  returned.  The  District  Court  found 
Mrs.  Disney's  stay  in  New  York  during  this  period  had  no  busi- 
ness purpose  and  her  reimbursed  expenses  were  not  exchidahle 
from  taxable  income.  Appellees  do  not  dispute  this  finding  and 
such  expenses  are  not  involved  in  this  Appeal. 
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for  the  years  1962  and  1963  were  paid  by  appellees  on 
or  about  May  21,  1965.  Interest  on  said  deficiencies 
was  paid  July  23,  1965.  Appellees  filed  timely  claims 
for  refund  with  the   District   Director  on   August  3, 

1965.  [I-R.  88.] 

By  letter  dated  February  1,  1966,  Appellees  were 
notified  by  the  District  Director  thst  their  claims  for 
refund  disclosed  no  basis  for  reducing  their  income  tax 
liability  for   the  years   in   question.      On   February  4, 

1966,  this  action  was  timely  commenced.  [I-R.  88-89.]* 

Following  the  trial  in  this  case,  the  District  Court's 
findings  included  the  following : 

"21.  Mrs.  Disney's  presence  on  the  round  the 
world  trip,  the  two  trips  to  Europe  and  the  domes- 
tic trip  served  to  enhance  the  corporate  image 
abroad,  she  assisted  her  husband  in  business  activ- 
ities, and  her  travel  was  for  a  bona  fide  business 
purpose.  The  payment  of  Mrs.  Disney's  travel  ex- 
penses by  Walt  Disney  Productions  was  not  in- 
tended to  be  compensory  in  nature.  Reimburse- 
ment of  Mrs.  Disney's  travel  expenses  was  prop- 
erly excluded  from  gross  income  of  the  taxpayers." 
[I-R.  149.] 

Accordingly,  the  Court  concluded  appellees  were  en- 
titled to  refunds  for  the  years  1962  and  1963  based 
upon  the  improper  inclusion  in  taxable  income  of  Mrs. 
Disney's  travel  expenses  paid  by  WDP.  Judgment  was 
entered  accordingly.  [I-R.  150-153.] 


*0n  April  12,  1966,  the  Commissioner  of  Internal  Revenue 
issued  a  statutory  notice  of  rejection  of  said  claims.  [I-R.  89.] 
However,  so  far  as  this  action  is  concerned,  such  formality  was 
superfluous. 
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Questions  Presented. 

Neither  the  amount  of  Mrs.  Disney's  travel  expenses 
nor  the  amount  of  tax  attributable  thereto  are  in  dis- 
pute. The  sole  issue  is  whether  the  payment  of  such 
expenses  by  WDP  is  taxable  to  Mr.  Disney.  Thus 
the  specific  questions  presented  are  as  follows : 

1.  Does  the  record  sustain  the  finding  of  the 
District  Court  that  Mrs.  Disney's  presence  on 
the  trips  in  question  was  for  a  bona  fide  busi- 
ness purpose  and  that  the  payment  of  her  travel 
expenses  by  WDP  was  not  intended  to  be  com- 
pensatory in  nature  ? 

2.  If  the  answer  to  the  first  question  is  in  the 
affirmative,  did  the  District  Court  correctly 
hold  that  Mrs.  Disney's  travel  expenses  paid 
by  WDP  were  not  includible  in  Mr.  Disney's 
gross  income  ? 

3.  If  such  amounts  were  includible  in  Mr.  Dis- 
ney's gross  income,  as  appellant  contends,  were 
they  deductible  as  ordinary  and  necessary  busi- 
ness expenses? 

Statutes  and  Regulations  Involved. 

The  relevant  statutes  and  regulations  are  set  out  in 
the  bodies  of  this  brief  and  appellant's  brief,  and  in 
Appendix  A  to  appellant's  brief. 

Summary  of  Argument. 

Appellees  contend  that  the  portion  of  the  judgment 
appealed  from  was  entirely  correct  and  should  be  af- 
firmed. Mrs.  Disney's  reimbursed  travel  expenses  should 
not  have  been  taxed  to  appellees  and  the  resulting  in- 


—11— 

come  tax  deficiencies  were  illegally  and  erroneously 
collected  from  them.  Accordingly,  appellees  are  entitled 
to  a  refund  of  the  overpaid  taxes,  with  interest,  as 
adjudged  by  the  District  Court. 

This  result  is  proper  because  Mrs.  Disney's  reim- 
bursed travel  expenses,  incurred  on  behalf  of  WDP, 
were  not  includible  in  appellees'  gross  income  under 
settled  principles  of  law.  To  be  includible,  the  reim- 
bursement must  be  in  the  nature  of  compensation. 
This  is  a  question  of  fact  and  the  District  Court  ex- 
pressly found  that  reimbursement  of  Mrs.  Disney's 
travel  expenses  was  not  compensatory.  Such  finding  is 
supported  by  substantial  evidence. 

But  even  if  the  reimbursed  expenses  were  technical- 
ly includible  in  income,  as  appellant  contends,  the  re- 
sult would  be  no  different.  In  such  event,  appellees 
would  certainly  be  entitled  to  deduct  them  as  ordinary 
and  necessary  business  expenses.  This  follows  from 
the  fact  that  the  District  Court  found  Mrs.  Disney's 
presence  on  the  trips  had  a  bona  fide  business  pur- 
pose. Again,  such  finding  is  supported  by  substantial 
evidence. 

Appellant's  attack  on  these  findings  is  based  upon 
a  fundamental  misconception  as  to  the  nature  of  the 
business  purpose  which  must  be  met  for  the  reim- 
bursed travel  expenses  to  be  non-taxable.  Appellant 
has  the  erroneous  notion  it  is  immaterial  that  Mrs. 
Disney  accompanied  her  husband  on  the  trips  because 
WDP's  management  believed  it  enhanced  the  com- 
pany's public  image  and  helped  maintain  good  will 
among  the  company's  organi;^ation  and  people  with 
whom  they  had  business  dealings.  Far  from  being  im- 
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material,  such  purpose  alone  precludes  her  reimbursed 
travel  expenses  from  being  taxed  to  appellees  regard- 
less of  which  procedural  approach  is  followed. 

The  authorities  cited,  including  those  relied  upon  by 
appellant,  make  it  clear  that  the  critical  issue  is  whether 
the  dominant  motive  or  primary  purpose  for  the  trip 
is  business  or  pleasure.  If  the  primary  purpose  for  the 
wife,  as  well  as  her  husband,  is  to  engage  in  activities 
which  the  husband's  employer  feel  will  enhance  the 
company's  image,  the  wife's  travel  costs  are  not  really 
personal  expenses  but  business  expenses  incurred  on 
behalf  of  the  employer.  Hence,  payment  of  such  ex- 
penses by  the  employer  is  deemed  not  to  be  compensa- 
tion, and  most  authorities  hold  the  payments  are  not 
to  be  included  in  income.  If  they  are  included,  they 
are  held  to  be  deductible. 

It  is  submitted  that  the  findings  and  record  in  this 
case  establish  conclusively  that  the  trips  in  question 
were  not  vacations  to  Mrs.  Disney — the  dominant  mo- 
tive and  primary  purpose  for  the  trips  was  business 
not  pleasure.  Hence,  payment  of  her  travel  expenses, 
incurred  on  behalf  of  WDP  for  legitimate  business 
reasons,  was  not  taxable  compensation  or  income  to 
appellees. 
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ARGUMENT. 

I. 

Because  Mrs.  Disney  Accompanied  Her  Husband 
for  a  Bona  Fide  Business  Purpose  and  Pay- 
ment of  Her  Travel  Expenses  Was  Not  In- 
tended as  Compensation,  Such  Payments  Are 
Not  Includible  in  Mr.  Disney's  Gross  Income. 

As  stated  previously,  the  District  Court  found  that 
Mrs.  Disney's  travel  with  her  husband  on  the  subject 
business  trips  was  for  a  bona  fide  business  purpose 
and  payment  of  her  expenses  by  WDP  was  not  in- 
tended to  be  compensatory  in  nature.  [I-R.  149.]  Ac- 
cordingly, the  court  concluded  such  payment  did  not 
constitute  income  to  Mr.  Disney.  Appellees  contend  that 
the  evidence  and  applicable  principles  of  law  fully  sup- 
port that  decision.  Appellant's  arguments  to  the  con- 
trary are  patently  untenable. 

Appellant  argues  that  under  the  broad  general  con- 
cept of  "gross  income"  embodied  in  Section  61(a)  of 
the  Internal  Revenue  Code,  reimbursement  of  Mrs.  Dis- 
ney's travel  expenses  necessarily  resulted  in  the  realiza- 
tion of  income  by  Mr.  Disney.  As  appellant  sees  it, 
the  real  issue  is  whether  Mr.  Disney  is  entitled  to  a 
deduction  for  such  expenses  as  ordinary  and  neces- 
sary expenses  incurred  in  carrying  on  his  business  un- 
der Section  162(a)(2)  of  the  Code.  Appellant  insists 
that  a  distinction  must  be  drawn  between  Mr.  Disney's 
business  and  that  of  his  employer,  WDP;  and  that  al- 
though Mr.  Disney's  own  expenses  are  deductible,  he 
is  not  entitled  to  a  deduction  for  his  wife's  expenses 
even  if  his  wife's  travel  served  a  bona  fide  business 
purpose  for  WDP. 
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Appellant's  analysis  is  demonstrably  faulty.  The  au- 
thorities it  cites  for  inclusion  of  Mrs.  Disney's  re- 
imbursed expenses  in  gross  income  under  Section  61 
(a)  are  plainly  distinguishable  and  not  controlling  in 
light  of  the  District  Court's  findings  in  the  instant 
case.  In  each  of  the  cases  appellant  relies  upon,  it  was 
expressly  found  that  the  payments  under  scrutiny  were 
a  form  of  compensation  to  the  taxpayer  for  services. 
By  contrast,  the  lower  court  here  expressly  found  that 
the  reim.bursement  of  Mrs.  Disney's  travel  expenses 
was  not  intended  to  be  compensatory.  [Find.  21,  I-R. 
149.] 

Appellant  challenges  this  finding  on  the  ground  that 
there  was  no  allegation  or  evidence  that  WDP's  pay- 
ment of  the  expenses  was  intended  as  a  "gift."  (Br.  pp. 
11-12.)  Such  argument  misses  the  point  completely. 
Reimbursement  of  a  taxpayer's  expenses  need  not  be 
classified  as  a  gift  to  be  excluded  from  gross  income 
where  such  reimbursement  is  noncompensatory.  The 
test,  under  settled  principles  of  law,  is  whether  the 
reimbursed  expenses  are  personal  expenses  of  the  tax- 
payer or  expenses  which  he  incurred  on  behalf  of  his 
employer  in  the  course  of  his  employment.  Whereas 
reimbursement  of  a  taxpayer's  personal  expenses  re- 
sults in  the  receipt  of  income,  reimbursement  of  expenses 
incurred  primarily  for  the  benefit  of  his  employer  does 
not.  Alertens,  Law  of  Federal  Income  Taxation,  Sec- 
tion 6.04,  Ch.  6,  pp.  17-18. 

It  has  long  been  held  that  reimbursement  of  an  em- 
ployee's actual  travel  expenses  incurred  while  engaged 
in  business  on  behalf  of  his  employer — especially  where 
he  accounts  to  his  employer  for  such  expenses — does 
not  result  in  income  to  the  employee.  /.   5".   Cullinan, 
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5  B.T.A.  996  (1927)  (Acq.);  Herbert  A.  Chiancse, 
9  T.C.M.  627  (1950);  Siegfried  v.  United  States, 
55-2  U.S.T.C.  Para.  9531  (N.D.  Okla.  1955);  Sani- 
tary Farms  Dairy,  25  T.C.  463  (1955). 

In  Sanitary  Farms  Dairy,  Inc.,  supra,  a  dairy  corpo- 
ration sent  two  officers  on  an  African  hunting-  trip 
and  paid  their  expenses.  The  Tax  Court  found  from 
the  evidence  that  the  trip  was  essentially  a  business 
trip,  rather  than  a  pleasure  trip,  and  therefore  held 
that  the  payment  of  the  officers'  expenses  was  deduc- 
tible by  the  corporation  and  did  not  constitute  income 
to  the  individuals.  The  following  language  from  the 
Court's  Opinion  (at  p.  468)  is  appropriate  here : 

"No  part  of  that  cost  is  taxable  to  the  Brocks 
as  personal  travel  and  pleasure  expense  of  theirs. 
They  admittedly  enjoyed  hunting,  but  enjoyment 
of  one's  work  does  not  make  that  work  a  mere  per- 
sonal hobby  or  the  cost  of  a  hunting  trip  income 
to  the  hunter.  There  is  evidence  that  this  trip 
represented  hard  work  on  the  part  of  the  Brocks, 
undertaken  for  the  benefit  of  the  dairy,  rather 
than  as  frolic  of  their  own." 

The  same  rationale  has  been  applied  to  hold  that  a 
partner  who  is  reimbursed  for  travel  expenses  incurred 
on  behalf  of  his  partnership  does  not  thereby  realize 
income.  Robert  L.  Gray,  10  T.C.  590  (1948). 

An  analogous  situation  involves  the  tax  treatment  of 
a  taxpayer's  moving  expenses  which  are  reimbursed 
by  his  employer  when  the  move  is  for  the  employer's 
benefit.  The  recent  Tax  Court  decision  in  Homer  H. 
Starr,  46  T.C.  743  (1966)  is  illustrative.  There  a  tax- 
payer received  from  his  employer  moving  expenses  in- 
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cidental  to  a  transfer  to  a  new  post.  The  court  found 
that  such  reimbursed  costs  were  incurred  primarily  for 
the  benefit  of  the  employer  and  hence  were  not  com- 
pensatory. Accordingly,  such  reimbursed  expenses  were 
held  not  includible  in  gross  income.  The  court  said 
(at  pp.  744-745): 

"Though  it  is  no  longer  open  to  serious  question 
that  the  concept  of  'gross  income'  embodied  in 
section  61(a)  is  'all  inclusive,'  Commissioner  v. 
Glenshaw  Glass  Co.,  348  U.S.  426,  432  (1955), 
it  is  a  well  established  principle  that  a  reimburse- 
ment of  costs  incurred  by  an  existing  employee 
primarily  for  the  benefit  of  the  employer  is  not 
compensatory  in  nature  and  is  excludable  from 
the  employee's  gross  income.  John  E.  Cavanagh, 
36T.C.  300  (1961)." 

The  Court  further  stated  (at  p.  745)  : 

"[I]t  is  obvious  that  the  criteria  used  to  deter- 
mine whether  a  reimbursement  is  compensatory 
are  in  no  way  dependent  upon  considerations  rele- 
vant to  the  issue  of  the  deductibility  of  the  ex- 
pense by  the  employee." 

This  concept — that  reimbursed  expenses  incurred  pri- 
marily for  the  benefit  of  one's  employer  do  not  con- 
stitute income — is  certainly  recognized  by  the  Com- 
missioner of  Internal  Revenue  in  his  own  rulings  with 
respect  to  moving  expenses.  In  Rev.  Rul.  54-429,  1954- 
2  C.B.  53,  it  was  held  that  amounts  received  by  an 
employee  as  reimbursement  for  moving  himself  and  his 
immediate  family,  because  of  a  transfer  by  his  employer, 
were  not  includible  in  his  gross  income  under  Section 
22(a)  of  the  1939  Internal  Revenue  Code  (which  cor- 


—17— 

responds  to  Section  61(a)   of  the   1954  Code).   In  so 

holding,  the  ruhng  states : 

"The  payment  or  reimbursement  by  an  employer 
of  the  cost  of  moving  an  employee,  his  imme- 
diate family,  household  goods,  and  personal  ef- 
fects from  one  place  of  employment  to  another 
permanent  place  of  employment,  primarily  for  the 
benefit  of  the  employer,  is  not  compensatory  in 
nature.  There  is  no  essential  difference  between  a 
payment  of  such  cost  directly  by  the  employer 
and  a  payment  by  the  employee  and  subsequent 
reimbursement  by  the  employer." 

The  Commissioner  subsequently  ruled  to  the  same  ef- 
fect with  respect  to  Section  61(a)  of  the  1954  Code 
in  Rev.  Rul.  65-158,  1965-1  C.B.  34. 

Other  examples  may  be  found  where  the  Commis- 
sioner of  Internal  Revenue  has  recognized  in  his  rul- 
ings that  amounts  paid  to  a  taxpayer  to  reimburse  him 
for  certain  travel  or  living  expenses,  which  he  incurred 
at  the  request  of  the  one  doing  the  reimbursement,  in 
furtherance  of  the  latter's  business,  does  not  result  in 
income  to  the  taxpayer  under  Section  61(a).  See.  e.g., 
Rev.  Rul.  62-113,  1962-2  C.B.  10  (reimbursement  from 
church  fund  for  taxpayer-missionary's  travel  and  liv- 
ing expenses  while  performing  services  on  behalf  of 
and  at  request  of  the  church);  Rev.  Rul.  63-77,  1963-1 
C.B.  77  (reimbursement  of  taxpayer's  travel  expenses 
received  from  prospective  employer  for  attending  job 
interview  at  latter's  invitation) ;  Rev.  Rul.  67-407, 
I.R.B.  1967-47  (reimbursement  received  from  hospital 
for  motel  bill  and  other  necessary  costs  of  taxpayer 
and  wife  where  they  had  to  live  away  from  their  res- 
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idence  at  request  of  hospital  because  of  research  proj- 
ect involving-  daughter). 

In  view  of  the  foregoing  authorities  and  rulings,  it 
seems  indisputable  that  reimbursed  travel  expenses  in- 
curred on  behalf  of  a  taxpayer's  employer  cannot  prop- 
erly be  regarded  as  includible  in  gross  income.  Such 
expenses  are  not  the  normal  personal  living  expenses 
of  the  recipient  and  are  incurred  only  because  the 
travel  is  required  in  pursuance  of  the  employer's  busi- 
ness. Hence,  they  do  not  compensate  the  taxpayer 
or  confer  upon  him  any  gain;  they  simply  reimburse 
him  for  those  business  expenses  of  his  employer  which 
he  has  advanced. 

Notwithstanding  the  apparent  inconsistency  in  its 
position,  as  compared  with  other  reimbursed  expenses, 
the  Treasury  Department  at  one  time  provided  in  its 
regulations  that  reimbursed  travel  expenses  should  be 
reported  by  the  employee  in  his  gross  income  and  then 
deducted  by  him  as  a  business  expense.  At  least  one 
noted  tax  authority  stated  that  this  regulation  was  of 
"questionable  validity"  and  "was  rarely  followed."  Rab- 
kin  &  Johnson,  Federal  Income,  Gift  and  Estate  Taxa- 
tion, Volume  2,  Section  1401  (11),  pp.  1411A-1411-B. 
In  any  event,  the  regulation  was  changed  prior  to  the 
tax  years  here  in  question,  eliminating  the  needless 
procedure  of  inclusion  and  deduction  if  the  employee 
accounted  for  the  expenses  to  his  employer.  Regula- 
tions, Section  1.162-1 7(b)(1)  reads  as  follows: 

"The  employee  need  not  report  on  his  tax  return 
(either  itemized  or  in  total  amount)  expenses  for 
travel,  transportation,  entertainment,  and  similar 
purposes  paid  or  incurred  by  him  solely  for  the 
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benefit  of  his  employer  for  which  he  is  required 
to  account  and  does  account  to  his  employer  and 
which  are  charged  directly  or  indirectly  to  the 
employer  (for  example,  through  credit  cards)  or 
for  which  the  employee  is  paid  through  advances, 
reimbursements,  or  otherwise,  provided  the  total 
amount  of  such  advances,  reimbursements  and 
charges  is  equal  to  such  expenses.  In  such  a  case 
the  taxpayer  need  only  state  in  his  return  that 
the  total  of  amounts  charged  directly  or  indirectly 
to  his  employer  through  credit  cards  or  otherwise 
and  received  from  the  employer  as  advances  or 
reimbursements  did  not  exceed  the  ordinary  and 
necessary  business  expenses  paid  or  incurred  by 
the  employee." 

This  regulation  was  cited  by  the  Tax  Court  in  Wil- 
liam R.  Lickert,  23  T.C.M.  376  (1964),  in  holding 
that  a  taxpayer  was  not  required  to  report  in  gross  in- 
come any  amount  of  reimbursed  travel  and  entertain- 
ment expense  incurred  on  behalf  of  his  employer  for 
which  he  accounted  to  the  employer.  The  court  specific- 
ally rejected  the  government's  argument  that  the  tax- 
payer was  required  to  prove  the  expenses  were  proxi- 
mately related  to  his  business,  as  distinguished  from 
his  employer's  business. 

Appellees  believe  that  even  the  existing,  modified 
regulation  is  not  logically  defensible  in  requiring  an 
accounting  to  the  employer  before  a  non-compensa- 
tory reimbursement  of  travel  expenses  is  not  reportable 
as  income.  If  the  reimbursement  does  not  constitute 
compensation  for  services,  it  simply  is  not  income  re- 
gardless of  whether  there  is  any  accounting.  But  such 
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point  is  of  only  academic  importance  to  the  instant 
case  because  it  is  not  disputed  that  appellees  did  ac- 
count to  WDP  for  the  travel  expenses  in  question. 
Hence,  it  was  not  necessary  to  report  such  expenses 
as  income  under  the  express  language  of  the  Commis- 
sioner's own  regulations. 

Nor  does  it  make  any  difference  that  the  reimbursed 
travel  expenses  in  question  are  those  of  the  wife  of 
an  employee.  The  same  concept  of  gross  income  is  in- 
volved and  the  wife's  reimbursed  expenses  may  not 
constitute  income  for  the  same  reasons  that  the  hus- 
band's expenses  are  excludible.  If  her  travel  with  her 
husband  is  not  primarily  for  pleasure,  but  for  a  busi- 
ness purpose  of  her  husband's  employer,  and  payment 
of  her  expenses  is  not  intended  as  compensation,  such 
reimbursement  is  not  income  any  more  than  is  reim- 
bursement of  his  expenses.  Allen  J.  McDonell,  26 
T.C.M.  115  (1967);  Gotcher  v.  United  States,  259 
F.  Supp.  340  (E.D.  Tex.  1966);  Allenberg  Cotton 
Co.,  et  al.  V.  United  States,  61-1  U.S.T.C.  Para.  9131 
(WD.  Tenn.  1960) ;  cf.  Warwick  v.  United  States, 
236  F.  Supp.  761  (E.D.  Va.  1964). 

In  Gotcher  v.  United  States,  supra,  the  taxpayer  was 
a  stockholder,  officer  and  general  manager  of  a  cor- 
poration engaged  in  the  business  of  selling  Volkswagen 
automobiles  as  a  franchised  dealership.  In  1959  tax- 
payer and  his  wife  took  a  trip  to  Germany  at  the  in- 
vitation of  Volkswagen  (a  German  Corporation)  pur- 
suant to  a  program  whereby  dealers  and  their  wives 
were  taken  on  expense  paid  trips  in  order  to  tour  that 
company's  factories  and  the  facilities  of  local  dealers. 
The  purpose  was  to  educate  the  dealers  and  strengthen 
the  Volkswagen  family  business  ties.    The  wives  were 
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included  based  upon  Volkswagen's  belief  that  Ameri- 
can wives  exercised  a  substantial  influence  in  family 
investments.  Since  a  Volkswagen  dealership  required 
a  large  investment,  the  company  deemed  it  desirable 
and  advisable  for  the  wife  to  acquire  first  hand  as 
much  information  as  possible  about  her  husband's 
stock  in  trade. 

While  the  invitation  extended  to  the  dealers  did  not 
specifically  order  or  require  them  to  take  their  wives, 
the  Court  concluded  that  such  invitations  had  the  prac- 
tical effect  of  being  an  order  or  directive.  The  dealers 
were  aware  of  the  desire  of  Volkswagen  that  they 
take  their  wives  on  the  tour.  Therefore,  it  would  only 
be  natural  that  a  dealer  receiving  an  invitation  would 
feel  that  in  the  interest  of  good  future  relations  he 
was  compelled  by  sound  business  judgment  to  accept 
on  behalf  of  himself  and  his  wife. 

The  government  contended  in  Catcher,  as  it  con- 
tends in  the  instant  case,  that  the  expenses  of  the 
tour  paid  by  Volkswagen  and  the  taxpayer's  corporate 
employer  constituted  income;  and  although  some  off- 
setting deduction  was  allowed  for  the  husband  as  an 
ordinary  and  necessary  business  espense,  no  such  de- 
duction was  allowed  with  respect  to  the  wife's  ex- 
penses. However,  the  court  held  that  neither  the  ex- 
penses of  the  husband  nor  his  wife  properly  constituted 
income.  It  was  found  that  the  principal  and  dominant 
purpose  of  the  tour  was  business,  not  pleasure;  that 
the  tour  was  not  given  to  dealers  as  compensation  be- 
cause of  any  service  rendered  or  performance  on  the 
part  of  the  dealers  in  the  operation  of  their  dealerships ; 
that  there  was  a  sound  business  reason  for  Volkswagen 
and  plaintiff's  corporate  employer  to  pay  the  expenses 
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of  the  trip;  and  that  there  was  a  bona  fide  business 
purpose  for  the  wife  to  accompany  her  husband  on 
the  trip.  It  is  submitted  that  such  findings  and  the 
following  language  from  the  court's  Opinion  thor- 
oughly refute  appellant's  position  in  the  instant  case: 
"As  pointed  out  by  the  Supreme  Court  in  Com- 
missioner of  Internal  Revenue  v.  Smith,  324  U.S. 
177.  181,  65  S.  Ct.  591,  593,  89  L.  Ed.  830,  the 
definition  of  gross  income  in  the  Internal  Revenue 
Act  'is  broad  enough  to  include  in  taxable  income 
any  economic  or  financial  benefit  conferred  on 
the  employee  as  compensation,  whatever  the  form 
or  mode  by  which  it  is  effected.'  (emphasis  sup- 
plied) It  is  clear  that  in  order  for  an  economic  or 
financial  benefit  to  constitute  taxable  income,  it 
must  be  in  the  nature  of  compensation.  As  the 
facts  above  pointed  out  reflect,  the  expenses  paid 
trip  to  Germany  was  not  in  any  sense  of  the  word 
compensation  to  the  Plaintiffs.  The  cases  of  Pat- 
terson V.  Thomas  (5th  Cir.  1961)  289  F.2d  108 
and  Rudolph  v.  United  States,  D.C.  189  F.  Supp. 
2,  affirmed  per  curiam,  5  Cir.,  291  F.2d  841,  re- 
lied on  so  heavily  by  the  Government,  are  not  in 
point.  Each  of  those  cases  involved  an  expense 
paid  trip  which  was  principally  for  pleasure  given 
an  employee  by  the  employer  because  of  an  out- 
standing performance  on  the  part  of  the  em- 
ployee." Gotcher  v.  United  States,  supra,  at  344.^ 


^Unaccountably,  appellant  stated  in  its  brief  that  it  could  only 
find  two  cases  in  which  reimbursed  travel  expenses  were  ex- 
cluded from  gross  income,  citing  AUenhcrg  and  McDonell.  (Br. 
p.  13.)  The  Gotcher  case  is  squarely  in  point  and  was  cited  in  the 
opinion  of  the  court  below  in  the  instant  case.  Furthermore, 
appellant  offers  no  explanation  as  to  why  the  many  other  cases 
and  rulings  cited  earlier  herein  are  not  equally  applicable  in  prin- 
ciple. 


—23— 

The  same  result  was  reached  in  Allen  J.  McDonell, 
supra.  There  a  husband  and  wife  were  sent  on  a  trip 
to  Hawaii  by  the  husband's  employer  to  accompany 
winners  of  the  company's  incentive  sales  contest.  Part 
of  the  objective  was  to  enhance  the  company's  image 
with  the  distributors  and  territorial  salesmen  who  were 
contest  winners.  Wives  were  considered  essential  par- 
ticipants in  the  achievement  of  this  objective.  The 
company  felt  it  was  impossible  for  stag  salesmen  to 
host  a  trip  for  couples.  The  Tax  Court  held  that  the 
payment  of  the  expenses  of  the  trip  by  the  husband's 
employer  did  not  constitute  income,  stating  as  fol- 
lows: 

"There  is  not  the  slightest  suggestion  that  the 
trip  which  the  petitioners  took  was  conceived  of 
as  disguised  remuneration  to  them.  On  the  con- 
trary, DECO  had  sound  business  reasons  for  them 
to  go.  We  recognize  that  the  presence  of  an  em- 
ployer business  purpose  does  not  thereby  preclude 
a  finding  of  compensation  to  the  employee.  Pat- 
terson V.  Thomas,  supra.  But  such  business  rea- 
sons, when  coupled  with  the  equally  compelling 
business  circumstances  involving  these  petitioners' 
participation,  made  the  trip  no  different  from  any 
other  business  trip  requiring  their  services — in- 
cluding Jeanne,  whose  duties  were  substantial  and 
could  not  have  been  performed  by  stag  men.  Cf. 
Gotcher  v.  Umtcd  States  [66-2  USTC  Para. 
9634],  259  F.  Supp.  340  (E.  D.  Tex.  1966); 
Warwick  v.  United  States  [64-2  USTC  Para. 
9864],  236  F.  Supp.  761  (E.  D.  Va.  1964). 
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We  hold  that,  under  all  the  facts  and  circum- 
stances herein,  the  expenses  of  the  trip  are  not 
includable  in  the  gross  income  of  petitioners." 
Allen  J.  McDonell,  supra  at  116-117.^ 

The  only  two  cases  relied  upon  by  appellant  which 
have  held  that  a  wife's  reimbursed  travel  expenses 
constituted  income  to  her  husband  are  Patterson  v. 
Thomas,  289  F.  2d  108  (5th  Cir.  1961)  and  Rudolph 
V.  United  States,  291  F.  2d  841  (5th  Cir.  1961). 
Neither  of  those  decisions  is  in  conflict  with  the  prin- 
ciples or  authorities  discussed  above.  They  are  easily 
distinguished  from  the  instant  case,  just  as  they  were 
in  the  Gotcher  and  McDonell  cases,  because  of  dif- 
ferences in  the  crucial  findings.  In  both  Patterson  and 
Rudolph  the  Fifth  Circuit  Court  of  Appeals  held  that 
expense  paid  trips  to  an  insurance  convention,  given 
by  an  insurance  company  to  employees  and  their  wives, 
constituted  taxable  income  to  the  employees.  In  each 
case  the  travel  expenses  of  both  the  husband  and  wife 
were  deemed  includible  in  income,  with  no  offsetting 
deduction,  because  the  dominant  or  primary  purpose 
of  the  trip  was  pleasure  rather  than  business ;  the  trip 
was  a  reward  or  compensation  to  the  employee  for  his 


"Appellant  mistakenly  contends  (Br.  pp.  13-14)  that  the  Mc- 
Donell case  does  not  represent  the  position  of  the  Tax  Court, 
citing  the  case  of  Jenkins  v.  Comurissioncr.  decided  twelve  months 
later.  (Charles  J.  Jenkins,  26  T.C.M.  1328  (1967).)  A  reading 
of  that  decision  will  disclose  that  it  is  not  in  conflict  with  Mc- 
Donell or  the  other  authorities  appellees  rely  upon.  On  the  con- 
trary, although  the  court  in  Jenkins  stated  that  a  per  diem  and 
mileage  allowance  which  had  no  relation  to  deductible  business 
travel  expenses  constituted  reportable  income,  it  also  expressly 
recognized  that  if  the  allowance  is  in  fact  a  reimbursement  of 
deductible  business  travel  expenses,  it  need  not  be  reported. 

■^Circuit  Judge  John  R.  Brown  dissented  in  both  cases  on  the 
ground  that  the  trips  should  have  been  held  to  be  for  a  business 
purpose. 
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In  the  Rudolph  case,  the  Supreme  Court  at  first 
granted  certiorari  but  then  withdrew  it  on  the  ground 
that  the  critical  issue  of  "dominant  motive"  was  a 
finding  of  fact  subject  to  the  "clearly  erroneous"  rule 
(Rule  52(a)  Federal  Rules  Civ.  Proc).  Accordingly, 
in  a  per  curiam  decision,  a  majority  of  the  Supreme 
Court  did  not  feel  the  case  was  a  proper  one  for  re- 
view. Rudolph  V.  United  States,  370  U.S.  269  (1962).' 

Thus  it  is  established  beyond  question  from  all  of 
the  foregoing  authorities  that  if  the  dominant  or  pri- 
mary purpose  for  an  expense  paid  trip  is  to  engage  in 
business  on  behalf  of  the  one  paying  the  expenses — 
i.e.  it  is  not  a  pleasure  trip  given  as  a  reward  for  serv- 
ices— payment  or  reimbursement  of  the  travel  expenses 
does  not  constitute  compensation  to  the  one  making 
the  trip.  Nor  is  the  result  any  different  when  an  em- 
ployee takes  his  wife  with  him  on  such  a  business  trip 
for  his  employer,  so  long  as  his  wife's  presence  also 
meets  the  "dominant  purpose"  test.  This  is  a  question 
of  fact,  Rudolph  v.  United  States,  370  U.S.  269  (1962). 

In  the  instant  case,  it  has  been  shown  that  the  trial 
court  found  the  dominant  purpose  test  for  the  trips 
was  met  as  to  Mrs.  Disney,  as  well  as  her  husband. 
[Finds.  12-21,  I-R.  148-149.]  These  findings  may 
not  be  disturbed  on  appeal  unless  it  can  be  shown  that 
they   are   "clearly   erroneous"   within   the   meaning   of 


^Justice  Harlan  wrote  a  separate  opinion  in  which  he  stated 
that  he  would  affirm  the  Court  of  Appeals  on  the  merits  because 
the  dominant  purpose  of  the  trip  was  pleasure,  as  found  by  the 
District  Court  and  sustained  by  the  evidence.  Justices  Douglas 
and  Black  dissented  on  the  ground  that  expenses  paid  by  an  em- 
ployer for  its  employees  and  wives  to  attend  a  business  conven- 
tion should  not  be  regarded  as  income  to  the  employees.  Justices 
Frankfurter  and  White  did  not  participate  in  the  case. 
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Rule  52(a)  of  the  Federal  Rules  of  Civil  Procedure. 
In  determining  whether  findings  are  clearly  erroneous 
this  Court  made  the  following  statement  in  Los  An- 
geles Shipbuilding  and  Drydock  Corp.  v.  United  States, 
289  F.  2d  222,  226  (9th  Cir.  1961)  which  is  appro- 
priate here : 

"In  considering  the  government's  appeal,  it  is 
to  be  borne  in  mind  that  the  taxpayer  was  the 
prevailing  party  in  the  district  court,  and  we 
must  take  the  view  of  the  evidence  most  favorable 
to  it.  The  taxpayer  is  entitled  to  the  benefit  of  all 
favorable  inferences  from  the  facts  proved.  If, 
when  so  viewed,  there  is  substantial  evidence  to 
sustain  the  findings,  the  judgment  may  not  be 
reversed  by  this  Court  unless  the  trial  court  was 
influenced  by  erroneous  views  of  the  law." 

This  Court  has  also  recognized  that  determinations 
as  to  motive  in  tax  cases  are  esj^ecially  within  the 
province  of  the  trier  of  fact.  Earle  v.  W.  J.  Jones  & 
Son,  200  F.  2d  846  (9th  Cir.  1952). 

Appellees  submit  that  appellant  has  completely  failed 
to  meet  its  heavy  burden  of  showing  that  the  Dis- 
trict Court's  findings  are  clearly  erroneous.  On  the 
contrary,  there  is  abundant  evidence  to  support  each 
and  every  finding. 

It  cannot  be  doubted  that  insofar  as  WDP  was 
concerned  Mrs.  Disney  went  on  the  trip  on  its  behalf 
to  further  the  business  ends  of  the  company,  and  not 
as  any  kind  of  reward  or  compensation  to  her  hus- 
band. Mr.  Disney  and  two  other  directors  of  WDP 
testified  that  it  was  a  corporate  policy  that  wives  of 
executives  accompany  their  husbands  on  business  trips 
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at  the  expense  of  the  company  because  they  beUeved  it 
enhanced  the  company's  image.  [II-R.  18-19;  III-R. 
233-235,  240-242.]  An  independent  expert  witness  tes- 
tified that  this  practice  would  be  especially  beneficial 
to  WDP  because  of  the  unique  family  nature  of  its 
product.  [II-R.  82-85.] 

Certainly,  corporate  directors  of  a  publicly  held  cor- 
poration should  be  given  wide  latitude  in  the  exer- 
cise of  their  business  judgment  as  to  what  will  benefit 
the  company.  Cf.  Francis  X.  Heidi,  23  T.C.M.  27,  28 
(1964). 

The  evidence  also  amply  supports  the  findings  that 
Mrs.  Disney  in  fact  performed  the  services  expected 
of  her  on  the  trip.  Although  much  of  it  was  indeed 
"social"  in  nature,  as  appellant  points  out,  that  was 
precisely  the  business  activity  she  was  supposed  to  en- 
gage in  for  the  company.  Her  primary  function  was 
to  act  as  an  emissary  of  good  will  by  attending  press 
conferences,  showings  and  social  engagements.  The 
critical  point  ignored  by  appellant  is  that  the  socializing 
was  on  behalf  of  the  company,  not  Mrs.  Disney  per- 
sonally. Hence,  the  trips  were  not  a  vacation.  As  the 
court  said  in  Allen  J.  McDonell,  supra,  at  116,  "It 
was  realistically  a  command  performance  to  work." 

Moreover,  it  should  not  be  overlooked  that  in  ad- 
dition to  the  social  activities  Mrs.  Disney  was  re- 
quired to  perform  on  behalf  of  WDP,  the  District 
Court  also  found  she  assisted  Mr.  Disney  in  the  per- 
formance of  his  business  activities.  [I-R.  149.]  She 
not  only  helped  him  entertain  and  be  entertained,  she 
took  telephone  messages,  made  arrangements  for  dif- 
ferent functions,  invited  guests  and  generally  remained 
available  to  assist  Mr.  Disney  in  any  way  he  thought 
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she  could  be  helpful.  [II-R.  91-92,  94,  140;  III-R. 
168-169.] 

Appellant  places  great  emphasis  on  the  personal  ac- 
tivities of  Mrs.  Disney  on  these  trips,  while  trying  to 
minimize  the  business  activities.  Of  course,  both  Mrs. 
Disney  and  her  husband  had  some  free  time  during 
which  they  engaged  in  personal  activities.  But  it  is 
plain  that  the  trial  court  regarded  such  personal  ac- 
tivities as  merely  incidental  to  the  business  purpose. 
[I-R.  148.]  Mrs.  Disney  certainly  was  not  required  to 
refrain  from  all  pleasurable  or  personal  activities  in 
order  that  her  presence  on  the  trips  be  for  a  business 
purpose.  All  that  was  necessary  was  that  the  dominant 
or  primary  purpose  be  business.  The  court  concluded 
it  was. 

In  view  of  the  evidence,  findings,  and  authorities 
discussed  above,  appellees  submit  the  District  Court's 
decision  was  entirely  correct.  Because  Mrs.  Disney 
made  the  trip  on  behalf  of  WDP  for  a  bona  fide 
business  purpose  and  the  trip  was  not  compensatory, 
payment  of  her  expenses  cannot  properly  be  regarded 
as  income  to  Mr.  Disney. 

II. 

Assuming,  Arguendo,  That  the  Amounts  Paid  for 
Mrs.  Disney's  Travel  Expenses  Were  Includible 
in  Gross  Income,  They  Were  Deductible  as 
Business  Expenses. 

As  indicated  in  the  preceding  section  of  this  brief, 
it  is  appellees'  position  that  the  amounts  paid  by  WDP 
for  Mrs.  Disney's  travel  expenses  did  not  constitute 
gross  income  and  were  not  required  to  be  reported  by 
appellees  in  their  income  tax  returns.  However,  if  it 
is  assumed  arguendo   that  such  payment  of   expenses 
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under  the  circumstances  of  this  case  could  somehow  be 
regarded  as  income  to  Mr.  Disney,  as  the  Govern- 
ment contends,  there  could  be  no  doubt  that  appellees 
would  be  entitled  to  an  offsetting  deduction.  Such 
amounts  would  plainly  qualify  as  ordinary  and  neces- 
sary business  expeses  of  appellees. 

The  case  of  Warzvick  v.  United  States,  236  F.  Supp. 
761  (E.D.  Va.  1964)  is  squarely  in  point.  There  Mr. 
Warwick  was  employed  in  an  executive  sales  capacity 
by  a  corporation.  He  was  also  a  vice-president  and 
director.  Duties  of  officers  in  the  company  included 
European  travel.  They  were  encouraged  to  have  close 
family  relationships  with  European  customers  which 
the  company  believed  projected  a  favorable  corporate 
image.  Mr.  Warwick  took  his  wife  on  such  trips  at  the 
suggestion  of  the  company's  president.  Her  duties 
were  entirely  social;  she  was  to  assist  her  husband  in 
establishing  friendly  intimate  relationships  with  the 
customers  by  being  congenial  and  by  entertaining  cus- 
tomers and  being  entertained  by  them  with  her  hus- 
band. 

After  distinguishing  Patterson  v.  Thomas,  supra, 
on  the  ground  that  the  primary  purpose  of  the  trip 
involved  there  was  pleasure,  the  court  held  that 
Mrs.  Warwick's  reimbursed  expenses,  though  includi- 
ble in  income,  were  deductible  as  ordinary  and  necessary 
business  expenses.  The  court's  cogent  reasoning  is 
set  forth  in  the  following  excerpt  from  its  opinion: 

"The  Treasury  Regulations  on  Income  tax,  1954 
Code,  Section  1.162-2  provide  in  part: 

'Only  such  traveUng  expenses  as  are  rea- 
sonable and  necessary  in  the  conduct  of  the  tax- 
payer's business  and  directly  attributable  to  it 
may  be  deducted.' 
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Subparagraph  (c)  'Where  a  taxpayer's  wife 
accompanies  him  on  a  business  trip,  expenses  at- 
tributable to  her  travel  are  not  deductible  unless 
it  can  be  adequately  shown  that  the  wife's  pres- 
ence on  the  trip  has  a  bona  fide  business  purpose. 
The  wife's  performance  of  some  incidental  serv- 
ice does  not  cause  her  expenses  to  qualify  as 
deductible  business  expenses.' 

In  Revenue  Rulings,  55-57,  1955,  Cumulative 
Bulletin  315,  it  is  reported: 

'Advice  has  been  requested  relative  to  the  de- 
ductibility of  amounts  expended  by  a  taxpayer 
for  the  travel  expenses  of  his  wife  who  accom- 
panies him  on  a  business  trip  or  to  a  business 
convention.' 

Thereafter,  the  text  cites  certain  portions  of  the 
Code,  and  goes  on  to  say : 

'Where  a  wife  accompanies  her  husband  on 
a  business  trip  or  to  a  business  convention  the 
Code  and  Regulations  as  cited  above  require  a 
showing  that  her  presence  serves  a  bona  fide 
business  purpose,  i.e.,  is  not  merely  for  her 
pleasure  or  vacation,  but  is  directly  attributable 
to  the  husband's  business  and  necessary  to  the 
conduct  thereof.' 

We  all  know  that  the  word,  'necessary,'  as  used 
in  these  codes,  regulations,  bulletins,  and  cases, 
does  not  mean  absolutely  necessary.  It  is  a  rela- 
tive word.  Sometimes  it  has  been  defined  as  ap- 
propriate, sometimes  as  substantially  necessary,  or 
qualified  in  some  other  way. 


i 
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The  Court  concludes  that  the  purpose  of  Mrs. 
Warwick's  trips  was  not  merely  for  her  pleasure 
or  vacation.  They  were  neither  pleasure  nor  vaca- 
tion trips  in  any  sense  of  the  words. 

Her  husband's  trips,  of  course,  were  business 
trips. 

The  amount  expended  on  her  behalf  was  rea- 
sonable. 

The  only  reason  she  went  was  because  of  her 
husband's  business.  Her  trip  was  directly  attribut- 
able to  her  husband's  business,  and  it  was  ap- 
propriate to  the  conduct  of  his  business.  It  as- 
sisted him  in  his  business  and  assisted  in  the 
production  of  his  income. 

The  Court  has  reached  this  conclusion  in  part 
from  the  very  unusual  position  that  ]\Ir.  War- 
wick occupies  in  the  business  world,  and  the  un- 
usual nature  of  Universal's  business. 

Her  trips  differed  from  those  of  a  wife  who 
accompanies  an  ordinary  salesman  while  he  calls 
on  the  trade,  or  of  a  wife  who  accompanies  her 
husband  to  Europe  on  only  a  single  trip. 

It  follows  that  the  deduction  in  1958  was  proper. 

The  parties  have  stipulated  that  the  issue  per- 
taining to  the  1959  taxes  is  whether  Mr.  and  Mrs. 
Warwick  'properly  excluded  from  their  1959  in- 
come Mrs.  Warwick's  travel  expenses  of  $2,003.82 
and  are  therefore  entitled  to  a  refund  of  $1,480.14 
plus  interest  from  April  15.  1963.'  The  evidence 
discloses  that  Universal  reim.bursed  Mr.  Warwick 
for  the  1959  expenses.  Instead  of  including  this 
in  his  gross  income  and  then  deducting  the  amount 
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of  the  expenses,  he  simply  excluded  the  amount 
of  the  reimbursement  and  made  no  deduction. 

The  Court  is  of  the  opinion  that  the  amount  of 
the  reimbursement  should  have  been  included  in 
gross  income  and  Mrs.  Warwick's  expenses  are 
properly  allowable  as  a  deduction."  (Emphasis 
added.) 

Warwick  v.  United  States^  supra,  at  767. 

Appellees  disagree  with  this  decision  only  to  the  ex- 
tent it  held  the  reimbursed  expenses  should  first  be  in- 
cluded in  income  and  then  deducted.  On  that  ques- 
tion, appellees  believe  the  cases  cited  in  the  preceding 
section  of  this  brief  are  controlling.  The  court  in  War- 
wick did  not  discuss  its  reasons  for  beheving  the  in- 
come should  be  included  and  did  not  cite  the  other 
cases.  Furthermore,  the  court  did  not  cite  Regulation 
Section  1.162-17  or  mention  the  fact  that  such  Regula- 
tion expressly  states  that  reimbursed  expenses  for  the 
benefit  of  an  employer  need  not  be  reported  if  the  em- 
ployee accounts  for  them  to  his  employer. 

But  appellees  believe  the  Wai'u^ick  case  is  otherwise 
well-reasoned  and  the  result  is  certainly  consistent  with 
the  other  authorities  which  appellees  rely  upon.  Indeed, 
the  court  in  Gotcher  v.  United  States  supra,  states, 
as  an  alternative  ground  for  its  decision,  that  if  the 
reimbursed  expenses  were  includible  in  the  taxpayer's 
income,  they  were  deductible.  A  similar  alternative 
ground  was  stated  in  the  dissenting  opinion  of  Jus- 
tices Douglas  and  Black  in  Rudolph  v.  United  States, 
supra.  See  also  Mertens,  Lazv  of  Federal  Income  Tax- 
ation, Section  6.04,  Ch.  6,  pp.  17-18. 

The  real  significance  of  the  Warzvick  case  is  that  it 
again   illustrates   the   Government's   misconception   and 
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misconstruction  of  the  "business  purpose"  that  is  re- 
quired for  reimbursed  travel  expenses  of  the  wife  to  be 
non-taxable.  Appellant  erroneously  contends  in  its  brief 
that  Mrs.  Disney's  travel  is  not  an  ordinary  and  nec- 
essary business  expense  of  Mr.  Disney  unless  she  ac- 
tually performed  business  services  for  her  husband; 
and  that  her  enhancement  of  WDP's  image  does  not 
qualify.  (Br.  pp.  17-19.)  Apparently,  appellant  would 
limit  the  type  of  services  which  qualify  to  secretarial 
duties  or  actual  participation  in  business  negotiations 
or  discussions.  Warwick,  along  with  McDonell  and 
Gotcher,  discussed  previously,  conclusively  refute  any 
such  notion.* 

Nor  is  there  anything  in  the  regulations  or  other 
authorities  cited  by  appellant  which  support  the  nar- 
row distinction  it  urges  here.  Obviously,  one  of  Mr. 
Disney's  duties  on  the  trips  for  the  company  is  to 
maintain  good  will  and  promote  WDP's  corporate 
image  as  a  disseminater  of  wholesome  family 
entertainment.  His  travel  and  entertainment  on  behalf 
of  the  company  included  attending  shows,  press  con- 
ferences and  social  engagements  with  business  con- 
tacts. His  own  reimbursed  expenses  incurred  for  that 
purpose  would  unquestionably  be  business  expenses  if 
they  were  required  to  be  included  in  his  income.  Reg. 
Section  1.162-17.  The  District  Court  found  that  Mrs. 
Disney's  presence  on  the  trips  assisted  him  in  the  per- 
formance of  those   duties.   Hence,   the  court  correctly 


^Appellees  have  already  shown  in  the  preceding  section  of 
this  brief  that  the  courts  have  rejected  the  government's  argu- 
ment that  the  taxpayer  must  prove  the  reimbursed  expenses 
were  proximately  related  to  his  personal  business,  as  distinguished 
from  his  employer's  business  in  the  pursuance  of  which  the  ex- 
penses were  incurred.  See.  e.g..  William  R.  Lickerf.  23  T.C.M. 
376,  380  (1964);  Homer  H.  Starr,  46  T.C.M.  743,  745  (1966). 
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found  that  her  presence  on  the  trips  served  a  bona 
fide  business  purpose  within  the  meaning  of  Regula- 
tion, Section  1. 162-2 (c)  and  Rev.  Rule  55-57,  1955 
C.B.  315.  It  follows  that  her  reimbursed  travel  ex- 
penses are  just  as  much  a  business  expense  to  Mr. 
Disney  as  are  his  own  if  they  are  required  to  be  in- 
cluded in  income. 

The  case  of  Sheldon  v.  Commissioner,  299  F.  2d 
(7th  Cir.  1962),  relied  upon  by  appellant  on  this  point, 
is  patently  inapposite.  In  the  first  place,  that  case  did 
not  involve  the  treatment  of  reimbursed  travel  expenses 
paid  by  an  employer.  Rather,  the  taxpayer-husband 
was  seeking  to  deduct  his  wife's  travel  expenses  which 
he  paid  out  of  his  own  pocket.  Obviously,  to  obtain 
the  deduction,  he  had  to  show  some  connection  with  his 
own  business.  The  court  said  this  was  a  question  of 
fact  and  found  that  the  wife's  activities  on  the  trip 
were  primarily  social  with  insufficient  evidence  of  any 
business  connection.  Unlike  the  instant  case,  it  was  not 
shown  that  the  wife's  travel  and  social  activities  had 
a  bona  fide  business  purpose — to  the  husband  or  his 
employer. 

Conclusion. 

For  the  foregoing  reasons,  appellant's  position  on 
appeal  must  be  rejected  and  the  District  Court's  deci- 
sion should  be  affirmed.  The  findings  of  a  bona  fide 
business  purpose  for  Mrs.  Disney's  presence  on  the 
trips,  and  that  payment  of  her  expenses  by  WDP  was 
not  compensation,  precluded  the  inclusion  of  such  pay- 
ments in  appellees  income  under  the  better  reasoned 
authorities  and  the  Commissioner's  own  regulations. 
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But  even  if  appellant  were  correct  in  its  first  ar- 
gument, that  Mrs.  Disney's  reimbursed  travel  expenses 
should  have  been  included  in  appellees  gross  income, 
they  were  deductible  and  appellees  would  still  be  en- 
titled to  the  refund  provided  for  in  the  District  Court's 
Judgment. 

Respectfully  submitted, 

Hill,  Farrer  &  Burrill, 
Carl  A.  Stutsman,  Jr., 
Albert  R.  Burford,  Jr., 
Jack  R.  White, 

Attorneys  for  Appellees. 


Certificate. 

I  certify  that,  in  connection  with  the  preparation  of 
this  brief,  I  have  examined  Rules  18,  19  and  39  of  the 
United  States  Court  of  Appeals  for  the  Ninth  Circuit, 
and  that  in  my  opinion,  the  foregoing  brief  is  in  full 
compliance  with  those  rules. 

Jack  R.  White 
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APPELLEE'S  STATEMENT  OF  CASE 

In  Appellant's  statement  of  the  case  many  facts  are 
imerated  which  are  not  pertinent  to  the  instant  appeal.  He 
:ers  especially  to  the  role  one  Richard  Burt  played  at  the 
Lai  level.   The  sufficiency  of  evidence  to  convict  Larsen  in 
5  state  trial  court  is  not  before  this  Court,  Appellee  further 
jagrees  with  Appellant's  statement  that  the  principal  evidence 
>n  which  he  was  convicted  was  Richard  Burt's  testimony  and  the 
itements  given  to  the  law  enforcement  officers  on  his  return 
p  from  Las  Vegas,  Nevada  to  Pocatello,  Idaho.  The  purpose 

this  appeal  should  not  be  a  federal  appellate  review  of 
ite  court  evidentiary  matters  lacking  federal  constitutional 
(lations.   However,  Appellee  should  note  in  light  of  Appellant's 
sning  r^arks  that  other  principal  evidence  against  Larsen 
;  adduced  at  the  state  trial.  As  an  example,  one  Michael 
:hell,  a  school  acquaintance  of  Appellant,  testified  that  Larsen 
Ld  him  that,  "I  have  a  perfect  murder  planned,"  and  that  Larsen 
rther  stated  that  he  would  pick  up  a  girl  after  a  local  radio 
ition  dance  and  take  her  out  and  kill  her.  (Tr.  441)  Larsen 
litted  that  the  last  evening  he  saw  the  deceased  alive  was 
i   same  evening  he  went  to  the  KSNN  dance  to  see  if  there  were 
T  girls  there  he  knew,  (Tr.  361)  He  left  the  dance  and  drove 

the  street  and  picked  up  the  deceased.   (Tr.  363,  700-701) 
i  opinion  of  the  Supreme  Court  of  Idaho  and  federal  District 
ige  Ray  McNichols'  first  Memorandum  Order  contains  a  concise 
itement  of  the  facts.   (Tr,  65-78;  820-824;  State  v.  Larsen 

Idaho  42,  415  P. 2d  685)  Appellee  in  the  argument  in  the 
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stant  brief  makes  further  reference  to  salient  facts. 

Appellee  should  draw  to  the  Court's  attention  that  this 
peal  is  concerned  with  Appellant's  decond  Petition  for  Writ  of 
beas  Corpus.   Appellant's  first  petition  was  filed  December  7, 

66.  The  action  was  dismissed  by  Judge  McNichols  on  April  24, 

67,  after  considering  the  entire  state  court  record  after  the 
cties  stipulated  that  a  hearing  and  oral  argument  were  not 
quired.  (Tr.  6,  820-824)  Appellant  never  instituted  a  timely 
peal  from  that  order,  (Tr.  1317-1322) 
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ARGUMENT 
I 

(a) 
Appellant  in  Specification  of  Error  No.  1(b)  claims 

federal  trial  court  erred  in  refusing  to  consider  any  retro- 
ive  application  of  the  rules  announced  in  Miranda  v.  State  of 
zona,  384  U.S.  436,  86  S.Ct.  1602,  16  L.Ed.  2d  694  (1966). 
eral  District  Judge  Ray  McNichols  has  in  effect  twice  adjudi- 
ed  this  contention.   Appellant's  first  petition  for  Writ  of 
eas  Corpus  contained  this  request.  (Tr,  6-9)  Upon  referring  to 

conviction  of  first  degree  murder  and  subsequent  sentencing  on 
ember  18,  1964,  Judge  McNichols  held  that  in  regard  to  the 
St  petition  any  prospective  application  of  the  Miranda  decision 
the  Appellant  was  clearly  foreclosed  by  Johnson  v.  State  of 

Jersey,  384  U.S.  719,  86  S.Ct.  1772,  16  L.Ed.  882  (1966). 
.  822-824)  Judge  McNichols  later  noted  that  Appellant  raised 

same  issue  in  his  second  petition  for  Writ  of  Habeas  Corpus, 
er  examining  the  proposed  additional  authorities  he  again 
eluded  that  Miranda  offers  no  solace  to  Larsen.  Appellant's 
al  preceded  Miranda  and  thus  Johnson  effectively  blocked  any 
iance  on  Miranda.  (Tr,  1317-1319)  Appellant's  success  in  the 
tant  appeal  is  barred  by  the  same  rule. 

(b) 

Appellant  in  Specification  of  Error  No.  1(c)  contends 
t  the  federal  trial  court  erred  in  disproving  the  admission  of 
riminating  statements  of  Appellant  in  light  of  Escobedo  v. 
te  of  Illinois  .  378  U.S.  478,  84  S.Ct,  1758,  12  L.Ed. 2d  977 
64).  Appellant's  first  petition  for  Writ  of  Habeas  Corpus 
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}ieore  Judge  McNichols  urged  enforcement  of  his  Escobedo  rights 
»ler  the  Fifth  Amendment  to  the  Constitution  of  the  United  States. 
[':.   6-9)  Judge  McNichols  having  before  him  the  entire  state 
mrt  record  rejected  the  contention  of  any  violation.  (Tr.  820-24) 
^i   Idaho  Supreme  Court  discussed  at  length  the  Escobedo  argument. 
[1:,    68^71)   State  v.  Larsen,  91  Idaho  42,44-46;  415  P.  2d  685, 
IJ7-89.   Larsen  again  plead  in  his  second  petition  for  Writ  of 
lieas  Corpus  his  lack  of  protection  of  the  Fifth  Amendment. 
[1:.  827)  Judge  McNichols  in  his  order  denying  the  petition 
Icind  no  reason  to  reverse  his  prior  decision,  (Tr,  1317-22) 

J  (c) 

w\  Appellant  suffers  grave  appellate  problems  in  that  he  never 

:3iely  appealed  his  denial  of  his  first  petition,  but  sought 
sher  to  institute  an  identical  new  proceeding. 
Judge  McNichols  stated: 

"For  reasons  best  known  to  the  petitioner  and  his 
counsel,  no  timely  appeal  was  taken  from  the  denial  of 
relief  in  the  prior  proceeding, . »  Petitioner's  complaint 
now,  after  appeal  time  has  passed,  and  where  no  timely 
motion  for  amendment  or  other  relief  was  sought,  that 
the  Order  was  not  sufficiently  specific  is  without 
merit.   Suffice  to  say  the  Court  specifically  denied 
relief  and  the  petitioner  had  his  remedies."  (Tr.  1317- 
1319) 

Judge  McNichols  also  turned  to  the  judicial  discretion 
e;ted  in  him  by  virtue  of  28  U.S.C.  §2244  to  conclude  that  he  is 
wt  required  to  entertain  successive  applications  by  state-held 
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J 

Bfllsoners  seeking  Habeas  Corpus  relief.   Thus,  as  to  the  issues 
);  Escobedo  and  Miranda  he  found  no  good  cause  requiring  their 
rtionsideration.  (Tr.  1319-20)  Appellee  finds  no  argument  advanced 
Lj  Appellant's  opening  brief  that  supports  any  theory  suggesting 
u abuse  of  discretion  by  Judge  McNichols. 

(d) 

Appellant  devotes  the  major  portion  of  his  brief  to  the 
Kitention  that  certain  statements  made  to  the  Law  Enforcement 
lizicers  H,  E,  Parker  and  Robert  Aikens  were  not  voluntary  and 
ic:  the  product  of  his  free  and  rational  choice.  Admittedly, 
hrjs   V.  State  of  North  Carolina  384  U,S,  737,  86  S,Ct.  1761, 
.(L.Ed.  2d  895  (1966)  holds  that  the  absence  of  rights  enumerated 
■I Miranda  are  factors  in  considering  the  voluntariness  of  state- 
ittts  later  made.   Federal  District  Judge  Ray  McNichols  remarked 
:ht  the  Miranda  violation  in  the  instant  case  was  the  interro- 
',i:ion   of  Larsen  by  Officers  Parker  and  Aikens  after  Larsen  had 
liicated  he  wished  to  speak  to  his  attorney  before  making  any 
titement.  (Tr.  822-23) 

Appellant  states  that  the  trial  judge  made  no  ruling 
ipn  the  issue  of  the  voluntariness  of  the  statements.  Judge 
Wichols  stated  that  he  had  examined  petitioner's  proposed 
ditional  authorities  including  the  claim  that  the  Miranda 
icLding  had  been  enlarged  so  as  to  include  him.  Judge  McNichols 
cicluded  that  his  prior  holding  was  not  in  error.  (Tr.  1318-19) 

The  federal  appellate  courts  are  empowered  to  approach 
^i  question: 

"We  approach  this  question  from  an  independent 

examination  of  the  whole  record,  our  established 


practice  in  these  cases o"  C lewis  v.  State  of  Texas 
386  U.S.  706,  708,  87  S.Ct,  1138,  1139  (1967). 
j      In  Johnson  v.  Commonwealth  of  Massachusetts.  88  S.Ct.  1155 
168)  the  Supreme  Court  of  the  United  States  dismissed  the  Writ  of 
etiorari  as  improvident ly  granted.  Mr.  Justice  Marshall  in 
isenting  in  concert  with  the  Chief  Justice  and  Mr.  Justice  Fortas, 

tted: 

I 

'        "Yet,  once  he  concluded  there  had  been  no  physical 
abuse,  the  trial  judge  did  not  go  on  to  consider  the 
voluntariness  of  petitioner's  confession  in  light  of 
'the  totality  of  these  circumstances,'  Greenwald  v. 
Wisconsin,  88  S.Ct.,  at  1154,  under  which  it  was 
obtained.  While  the  Supreme  Judicial  Court  stated  that 
petitioner  should  have  raised  at  trial  the  theory  of 
involuntariness  on  which  he  now  relies,  its  opinion 
reveals  that  it  then  went  on  to  pass  on  that  evidence 
itself,  in  the  course  of  ruling  on  petitioner's  request 
for  a  new  trial,  and  foimd  the  confession  voluntary. 
Accordingly,  I  do  not  feel  that  it  is  necessary  for 
us  to  decide  whether  the  trial  judge  was  vinder  a 
duty  sua  sponte  to  consider  a  theory  of  involuntariness 
not  initially  raised  by  petitioner,  since  it  appears 
that  such  facts  were  considered  and  passed  on  in  the 
course  of  appellate  review  in  the  state  court." 
88  S.Ct,  at  page  1157, 

Larsen,  in  his  appeal  to  the  Supreme  Court  of  Idaho, 
^id   strenuously  that  his  statements  were  the  result  of  coercion 
0"^  duress  and  thus  involuntary.   At  three  stages  in  his  opening 

i 


».  ef  that  specific  point  was  explored.  (Tr.  699,  729,  746)  The 

iDreme  Court  of  Idaho  squarely  met  the  issue  of  voluntariness 

liLarsen's  answers  to  the  officers'  inquiries: 

"At  the  outset  it  is  to  be  noted  that  Larsen's 
responses  to  the  Sheriff's  questions  were  entirely 
volimtary  and  in  no  way  attributable  to  coercion,  or 
the  physical  conditions  attending  the  trip.  At  the 
trial,  Larsen,  on  cross  examination,  repeatedly  stated 
this  to  be  the  fact.   Some  of  his  testimony  in  this 
regard  is  set  forth  in  the  footnote."  (Emphasis  added) 
(Tr.  67;  State  v.  Larsen,  91  Idaho  42,  44,  415  P. 2d  685 
687) 
The  Supreme  Court  of  the  United  States  decisions  of  Davis 

n  C lewis  both  refer  to  the  "swearing  contest"  between  the 

cused  and  law  enforcement  officers s 

"As  is  almost  invariably  so  in  cases  involving 
confessions  obtained  through  unobserved  police 
interrogation,  there  is  a  conflict  in  the  testimony 
as  to  the  events  surrounding  the  interrogations." 
Clewis  V.  State  of  Texas,  386  U.S.  706,  708;  87  S.Ct. 
1338,  1339  (1967) 
However,  the  instant  case  is  devoid  of  any  conflict  in 

Atimony  concerning  circumstances  surrounding  the  statements  that 

i^e  given,   Larsen  fully  admitted  at  the  state  trial  that  any 

ttement  elucidated  from  him  was  devoid  of  duress  or  coercion. 

h  Idaho  Court  quoted  in  detail  Larsen's  remarks  concerning  his 

ivoluntariness  claim: 
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"Q  And  we  don't  have  any  element  of  coercion  or  that 

you  made  the  answer  that  you  say  you  made  because  you 

were  uncomfortable  and  handcuffed  or  anything  like  that, 

do  we? 

"A  No,  sir.  We  don't. 

"Q*  *  *  Now  your  answer  was  not--your  answer  to  their 

question  as  you  have  related  it  was  not  due  to  any 

discomfort  or  anything  of  that  nature  at  this  time, 

was  it? 

"A  I  don't  believe  any  of  my  answers  were  due  to 

discomfort  especially  *  *  * 

***** 

"Q  All  right.   At  this  point  now  we  don't  have  involved 
here  that  your  answer  to  this  question  was  prompted  by  the 
fact  you  were  manacled  and  may  have  been  cold  outside 
or  anything  of  that  nature,  do  we,  or  cold  inside? 

"A  No,  sir.  *  *  * 

"Q  And  this  doesn't  have  anything  to  do,  does  it, 
with  whether  or  not  you  had  had  a  cup  of  coffee,  hadn't 
had  a  cup  of  coffee,  whether  you  had  been  to  the  rest- 
room  or  hadn't  been  to  the  restroom,  does  it? 
"A  I  can't  say  directly  that  it  did;  no,  sir. 

•J^      ^^      ^c  ^c  ^Af^ 

"Q  Now  again  your  reply  to  that  question  was  not  based 
on  any  fact  that  you  were  handcuffed  or  that  you- -the 
method  in  which  you  were  transported  to  Pocatello,  was 
it? 
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"A  No,  sir.   Not  due  to  the  method  I  was  being 
transported;  no,  sir, 
i      "Q  In  other  words,  actually  that  didn't  have  any 
bearing  at  all  in  your  reply  to  these  questions, 
did  it? 

I      "A  No,  sir.   The  transportation  itself  didn't. 

"Q  And  there  isn't  any  element  of  duress  or  any- 

think  of  that  involved  in  the  matter  at  all,  is 

there? 

"A  No,   I  don't  believe  so." 

(Tr.  67-68;  State  v,  Larsen  91  Idaho  44,  415  P,2d 

II      685,  687) 
I      Actually,  the  only  conflict  in  testimony  concerned  both 
^crsen's  and  the  Officers'  recollection  of  the  context  and  wording 
)1 the  statements  rather  than  the  involuntariness  claim,  (Tr.  384-85) 
"Q.   So  then  the  only  thing  we  have  involved  here, 
Mr.  Larsen,  is  that  there  is  a  difference  in  testimony 
II      between  what  Sheriff  Parker  says  and  what  Deputy  Sheriff 
Aikens  says  as  to  your  reply  to  their  questions,  and  what 
you  say  you  said,  isn't  that  right? 
"A.   Yes,  sir.   I  believe  so. 

"Q,   And  there  isn't  any  element  of  duress  or  anything 
of  that  involved  in  this  matter  at  all,  is  there? 
"A.  No.   I  don't  believe  so,"   (Tr.  385) 
Many  of  the  facts  surrounding  this  claim  are  set  forth 
curately  by  the  Idaho  Supreme  Court  in  their  opinion  and  by 
«leral  Judge  McNichols  in  his  Memorandum  Order.  (Tr.  66-67  and 
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BJi-22,  State  v.  Larsen,  91  Idaho  42,  43,  44;  415  P.  2d  685, 

S'6-87) 

1      The  trip  from  Las  Vegas,  Nevada,  to  Pocatello,  Idaho, 

cnsumed  approximately  nine  and  one-half  hours „   The  officers  and 

Lrsen  left  Las  Vegas  close  to  noon  and  arrived  in  Pocatello  at 

B30  p.m.  that  same  evening.  (Tr.  355-356) 

Larsen  had  breakfast  before  he  left«  (Tr.  628)  When  he 
i 
sirived  in  Pocatello  he  was  given  two  hamburgers  and  a  coke. 

Cr.  628,  1274) 

Larsen  testified  that  on  certain  occasions  en  route 
jj:k  to  Pocatello  he  received  refreshments,  including  a  doughnut. 
)i  one  occasion  he  was  given  coffee  and  a  doughnut.  (Tr,  344-45) 
V.30  he  drank  a  bottle  of  pop,  and  was  able  to  smoke  and  did  so 
Lithe  back  seat.  (Tr,  345) 

Larsen  further  agreed  that  the  officers  told  him  that 
L]  he  ever  wanted  to  stop  and  eat  they  would  accede  to  his  request 
('c.  347)   Sheriff  Parker  stated  that  they  asked  him  at  least 
JX  times  if  he  wanted  to  stop  and  eat,  to  which  he  replied  that 
uwas  not  hungry.  (Tr,  1273)  Larsen  stated  that  on  one  occasion 
u slept  in  the  back  seat  for  approximately  15  or  20  minutes, 
(t.  357)   Sheriff  Parker  believes  that  there  were  periods  on 
'h   return  trip  when  Larsen  dozed  off,  (Tr,  1270) 

Appellant's  brief  claims  that  he  was  chained  to  the  back 
Jnt  throughout  the  return  trip.   However,  Larsen  testified  that 
-by  put  hand  cuffs  on  him  and  ran  a  waist  chain  around  him.  He 
'S  not  chained  to  the  back  seat  and  was  able  to  move  around. 
CT:.  342-43;  1276)  The  security  devices  were  adjusted  so  that 
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I.  could  smoke  and  drink„  (Tr„  345)  Sheriff  Paiker  stated  that 
;te  security  devices  were  acceptable  standards  for  transporting 
i:fsoners.  (Tr.  1276) 

On  one  occasion  Larsen  admitted  the  cuffs  were  removed 
Hie  he  consumed  his  coffee  and  doughnut,  (Tr,  343-44)  While 
uittedly  the  weather  became  uncomfortable  his  coat  did  offer 
cue  comfort,  (Tr,  346)  He  was  permitted  to  leave  the  vehicle 
i|  the  accompaniment  of  Officer  Aikens  in  order  to  retire  to  the 
i:hroom  to  relieve  himself,   (Tr.  356)  On  arriving  in  Pocatello 
t8:30  that  evening,  he  refused  to  make  any  telephone  calls. 
1:.  1252-53) 

Appellant  now  concludes  that  his  statements  to  the  officers 
rhis  return  trip  were  not  the  product  of  his  free  and  rational 
bice  and  thus,  involimtary.   Your  Appellee  cannot  fathom 
rsen's  supposition  that  the  instant  facts  even  approach  the 
t>tality  of  circumstances"  or  the  prohibitive  practices  found 
r Davis ,  C lewis  and  Greenwald  v,  Wisconsin,  88  S.Ct,  1152  (1968) 

II 
Appellant's  second  Specification  of  Error  concerns 
section  of  certain  proof  offered  by  him  at  his  state  jury  trial, 
ii  concern  is  specifically  that  the  state  trial  court  refused 
ii  offer  of  proof  sought  to  prove  that  a  third  party  had  made 
y.ra   judicial  statements  constituting  an  admission  that  a  third 
srty  had  admitted  the  commission  of  the  same  murder.   The  opinion 
*the  Idaho  Supreme  Court  states  at  length  appellant's  argument 
rt  the  facts  surrounding  the  offer  of  proof,   (Tr,  71-77;  State  v. 
g-sen  91  Idaho  42,  46-49,  415  P.  2d  685,  689-92)  The  Idaho  Supreme 

_  1 1  „ 


ourt  adhered  to  the  recognized,  though  disputed  evidence  rule 

ejecting  out-of-court  third-party  confessions  without  the 

^itroduction  of  other  substantial  evidence  which  tends  to  prove 

dearly  that  the  declarant  is  in  fact  the  person  guilty  of  the 

crime  for  which  the  accused  stands  charged. 

Il       Appellant  then  injects  the  argxraient  that  his  constitutional 

iLght  of  due  process  was  violated  because  he  was  not  allowed  to 

IJresent  his  theory  on  the  case. 

,       Judge  McNichols  refuting  that  suggestion  stated s 

I  "...It  is  clear  from  the  record  before  us  that  no 

deprivation  of  any  constitutional  right  is  presented 
^  by  the  allegation  of  Paragraph  VII  of  the  petition  and 

as  to  that  paragraph  the  petition  for  a  Writ  of  Habeas 

Corpus  should  be  denied  as  being  without  merit  as 

clearly  demonstrated  on  the  face  of  the  record." 

(Tr.  1320) 

The  Federal  Habeas  Corpus  Act  is  geared  to  the  appearance 
o'  federal  constitutional  defects.   Certainly  the  federal  court  is 
let  the  panacea  of  all  disagreements  with  state  court  evidence 
filings ,   See,  for  example.  United  States  v.  Banmiller,  199  F. 
Sipp.  115  (E.D.  Pa.  1961)  and  Johnson  v.  Walker,  199  F.  Supp.  86 
CD.  La.  1961). 

Ill 

Appellant's  third  Specification  of  Error  is  directed 
cwards  his  belief  that  he  did  not  receive  a  fair  trial  as  guaranteec 
br  the  Sixth  and  Fourteenth  Amendments  to  the  Constitution  of  the 
Uited  States.  He  contents  that  widespread  prejudicial  and 
Iflammatory  publicity,  generated  by  the  news  media,  swept  away 


f  right  he  may  have  possessed  to  obtain  a  fair  trial  in  Bannock 

onty ,  Idaho . 

i     Larsen  never  raised  this  issue  in  the  Idaho  state  courts 

nl  it  was  absent  from  his  first  Petition  for  Writ  of  Habeas 

opus  in  the  federal  court.   (Tr.  1-9  and  1320-22)  Federal 

itrict  Judge  Ray  McNichols  refused  to  entertain  consideration 

fthis  allegation  because  Larsen  had  not,  contra  to  his  assertion, 
I 
jiiausted  his  state  court  remedies.  Judge  McNichols  in  his  order, 

eying  this  issue  without  prejudice  as  to  renewal  in  his  court, 

icussed  accurately  that  the  State  of  Idaho  had  adopted  a  post- 

oviGtion  statute  patterned  after  the  federal  practice  as  developed 

tier  28  U.S.C.  §2254.   (Tr.  1320-22)  Appellant's  response  to 

uge  McNichols'  holding  is  that  he  had  exhausted  all  the  state 

aedies  that  were  avilable  to  him  when  he  filed  his  first  Petition 

nthe  federal  courts  on  December  7,  1965.   However,  as  expressed 

bi/e,  this  new  and  cognizable  claim  of  deprivation  of  a  constitu- 

idally  guaranteed  protection  never  appeared  in  his  first  petition 

ci'  only  came  to  the  attention  of  the  federal  judiciary  in  his  second 

eition  of  August  9,  1967.  (Tr.  826-831)   Idaho's  Uniform  Post- 

gi/iction  Procedure  Act  was  approved  February  18,  1967,  See 

ditio  1967  Sess.  Laws,  Chapo  25,  pgs  42-46  and  Idaho  Code  Sections 

94901  through  19-4911, 

Your  Appellee  believes  that  Larsen  has  simply  not  shown 
IW:  under  28  U.S.C.  §2254(b)  he  has  exhausted  the  remedies  avail - 
ba  in  the  Idaho  state  courts  nor  has  he  alleged  an  absence  of  an 
'♦liable  state  corrective  process. 

Furthermore,  Appellant  since  the  date  of  Judge  McNichols' 
f^r  has  instituted  in  Bannock  County  under  the  Uniform  Post- 
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Cmviction  Procedure  Act  an  application  for  relief  based  on  his 
^legation  of  the  lack  of  a  fair  and  impartial  trial.   (John  Dee 
Lrsen  v.  Orvil  Stiles,  Acting  Warden  of  the  Idaho  State  Penitentiar-) 
gd  the  State  of  Idaho,  Case  No.  C-317,  in  the  District  Court  of  the 
Sxth  Judicial  District  of  the  State  of  Idaho,  in  and  for  Bannock 
Cunty. 

CONCLUSION 
jj       The  burden  is  on  Appellant  to  substantiate  his  position 
tiat  the  federal  trial  court  in  quashing  his  second  Writ  of  Habeas 
Crpus  was  clearly  erroneous.   Appellant's  contentions  have 
rceived  extensive  consideration  by  the  Supreme  Court  of  Idaho 
ad  two  adjudications  by  Federal  District  Judge  Ray  McNichols. 
le  lower  court  had  before  it  twice  the  entire  state  court 
rcord  and  Appellee  believes  that  Appellant  has  not  convincingly 
rvealed  to  this  Court  that  Judge  McNichols  was  in  error.   Appellee 
des  not  deny  Appellant's  attempt  to  pursue  all  the  judicial 
rmedies  at  his  disposal  but  Appellee  does  believe  all  of  his 
aguments  have  received  adequate  and  valid  treatment  below. 

Appellee  respectfully  requests  that  Appellant's  appeal 
>  denied,  and  the  order  of  the  trial  court  be  affirmed. 

Respectfully  submitted, 

ALLAN  G,  SHEPARD 
ATTORNEY  GENERAL 
STATE  OF  IDAHO 

ROGER  B.  WRIGHT 

DEPUTY  ATTORNEY  GENERAL 

STATE  OF  IDAHO 
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M.  ALLYN  DINGEL,  JR. 

SPECIAL  ASSISTANT  ATTORNEY  GENERAL 

STATE  OF  IDAHO 

1010  Bank  of  Idaho  Building 

BOISE,  IDAHO 


By  /^^  ^-^^'^/-^^^^ 

M.  Allyn  Dingei,  Jr, 

Special  Assistant  Attorney  General 
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I  certify  that  in  connection  with  this  brief,  I  have 
feiamined  Rules  18,  19  and  39  of  the  United  States  Court  of  Appeals 
ir   the  Ninth  Circuit,  and  that,  in  my  opinion,  the  foregoing 
tief  is  in  full  compliance  with  those  rules. 

M.  Alljm  Dingel,  Jr. 

Special  Assitant  Attorney  General 

State  of  Idaho 

Attorney  for  Appellee 

I  hereby  certify  that  I  mailed  a  true  and  correct  copy 
3  the  foregoing  Appellee's  Brief  to  Richard  R.  Black,  Attorney 
fr  Appellant,  Box  470,  Pocatello,  Idaho  on  the  /7  day  of  July, 
168. 


M.  Allyn  Dingel,  Jr. 

Special  Assistant  Attorney  General 

State  of  Idaho 

Attorney  for  Appellee 
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STATEMENT  OF   JURISDICTION 

"Appellant  commenced  his  trial  before  a  jury  on  four 
counts,    two  charging  the  concealment  and  two  charging  sale  of 
two  amounts  of  heroin.     [21  U.  S.  C.    §174]     During  the  jury  trial, 
the  parties  signed  a  stipulation  of  facts,   and  the  case  was  there- 
after tried  by  the  court.     Appellant  was  found  guilty  on  each  count, 
and  sentenced  to  ten  years  --  five  years  on  each  count,    counts 
three  and  four  to  run  consecutively  with  one  and  two,    respectively,  " 
Pool  V.    United  States,    344  F.  2d  943    (9th  Cir.    1965),    cert,    den. 
382  U.  S.    832   (1965). 
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Appellee. 


APPELLEE'S   BRIEF 

I 
STATEMENT   OF   JURISDICTION 

"Appellant  commenced  his  trial  before  a  jury  on  four 
counts,    two  charging  the  concealmient  and  two  charging  sale  of 
two  amounts  of  heroin.     [21  U.  S.  C.    §174]     During  the  jury  trial, 
the  parties  signed  a  stipulation  of  facts,    and  the  case  was  there- 
after tried  by  the  court.     Appellant  was  found  guilty  on  each  count, 
and  sentenced  to  ten  years  --  five  years  on  each  count,    counts 
three  and  four  to  run  consecutively  with  one  and  two,    respectively,  " 
Pool  V.    United  States,    344  F.  2d  943    (9th  Cir.    1965),    cert,    den. 
382  U.  S.    832    (1965). 

Pool  filed  the  instant  Section  2255  motion  on  May  19,    1967 
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[C.  T.  2].    1/      On  October  18,    1967,    there  was  filed  and  entered 
by  the  District  Court  an  Order  Denying  Motion   [§2255   of  Title  28, 
United  States  Code]    [C.  T.    74]. 

Appellant  filed,   on  December  15,    1967,    a  Notice  of  Appeal 
[C.  T.    103]. 

The  District  Court  had  jurisdiction  under  the  provisions 
of  Title  18,    United  States  Code,    Section  3231;    Title  21,    United 
States  Code,    Section  174,    and  Title  28,    United  States  Code 
Section  2255. 

This  Court  has  jurisdiction  to  review  the  judgment  of  the 
District  Court  pursuant  to  Title  28,   United  States  Code,   Sections 
1291,    1294  and  2255. 

II 
STATUTE  INVOLVED 

Appellant's  motion,    the  denial  of  which  is  the  basis  of  the 
instant  appeal,    was  brought  under  the  provisions  of  Title  28, 
United  States  Code,   Section  2255,   which,    in  pertinent  part, 
provides: 

"A  prisoner  in  custody  under  sentence  of  a 
court  established  by  Act  of  Congress  claiming  the 
right  to  be  released  upon  the  ground  that  the  sentence 
was  imposed  in  violation  of  the  Constitution  or  laws 
of  the  United  States    .     .     .     ,    or  is  otherwise  subject 


y  "C.  T.  "  refers  to  the  Clerk's  Transcript. 

2. 


to  collateral  attack,  may  move  the  Court  which  im 
posed  the  sentence  to  vacate,  set  aside  or  correct 
the  sentence  .     .     . 

"An  appeal  may  be  taken  to  the  Court  of 
Appeals  from  the  order  entered  on  the  motion  as 
from  a  final  judgment  or  application  for  a  Writ  of 
Habeas  Corpus.    ..." 

Ill 
QUESTIONS   PRESENTED 


A.  Whether  appellant  was  denied  the  effective  aid  of 
counsel  at  trial  or  on  appeal. 

B.  Whether  appellant  was  denied  a  jury  trial  or  a  trial 
of  any  kind. 

C.  Whether  appellant  was  compelled  to  be  a  witness 
against  himself. 

D.  Whether  appellant's  conviction  was  based  upon 
illegally  obtained  evidence  and  whether  such  an  issue  may  be 
raised  in  a  2255  motion. 

E.  Whether  a  delay  of  one  month  between  arrest  and 
indictment  requires  the  vacating  of  a  judgment. 

F.  Whether  an  evidentiary  hearing  was  required  on 
this  instant  2255  motion. 
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IV 
STATEMENT  OF   FACTS 

There  will  shortly  be  made  a  motion  to  supplement  the 
record  on  appeal  so  that  the  Court  may  have  before  it  the  Clerk's 
and  Reporter's  Transcripts  of  proceedings  that  were  before  it  on 
the  direct  appeal.    In  expectation  of  the  granting  of  said  motion 
reference  will  be  made    to  said   transcripts  as    "R.  T.  "   for 
Reporter's  Transcript  and   "C.  T.    I"   for  the  original  Clerk's 
Transcript, 

Appellant  was  indicted  on  February  19,    1964   [C.T.I,    2-5], 
arraigned,    and  pleaded  not  guilty    [C.  T.  I,    8]. 

The  case  was  thereafter  assigned  to  the  Honorable  Leon  R. 
Yankwich  for  all  further  proceedings    [C.  T.  I,    8]. 

On  May  26,    1964,   the  case  came  on  for  trial  before  Judge 
Yankwich.    A    jury,    together  with  one  alternate,    was  impanelled 
and  sworn;   the  Assistant  United  States  Attorney,   Ronald  Morrow, 
made  an  opening  statement;   appellant's  attorney  Joe  Ingber, 
reserved  opening  statement;    and  the  court  admonished  the  jury 
and  recessed  until  May  27,    1964,   at  10:00  A.  M.  ,   for  further 
trial   [C.  T.  I,    16]. 

On  May  27,    1964,    at  10:21  A.  M.  ,    court  convened  with 
appellant,    appellant's  counsel,    and  Government  counsel  present, 
outside  the  presence  of  the  jury.     The  Government  moved  to 
revoke  appellant's  bail,   a  hearing  was  held  upon  said  motion  and 
the  Court  ordered  motion  denied    [C.  T.    17]. 
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After  a  short  recess  the  following  proceedings  were  had 
in  chambers,   out  of  the  presence  and  hearing  of  the  jury,  both 
counsel  and  defendant  being  present: 

"THE   COURT:    Let  the  record  show  these 
proceedings  are  had  outside  the  presence  of  the 
jury,    in  the   court's  chambers,    in  the  presence  of 
the  clerk. 

"MR.     MORROW:    Please  let  the  record  show 
that  counsel  for  the  Government,   the  defendant  and 
defendant's  counsel  are  here. 

"THE  COURT:   All  right. 

"MR.    MORROW:   Your  Honor,    counsel  for 
defendant  approached  me  and  would  like  to  dispose 
of  this  case  on  a  stipulated  fact  situation,   and  we 
will  work  through  the  morning  and  try  and  have  the 
final  stipulation  of  fact  to  you  by  early  this  afternoon. 

"MR.    INGBER:   It  would  be  the  desire  of  the 
defendant  at  this  time  to  waive  his  right  to  trial  by 
jury  and  to  submit  the  nmatter  to  the  court  upon  a 
stipulated  set  of  facts,    as  the  representative  of  the 
Government  has  indicated. 

"MR.    MORROW:  Your  Honor,   the  Govern- 
ment will  not  consent  to  the  waiver  of  the  jury  until 
the  stipulation  is  drafted  and  signed. 

"MR.    INGBER:   At  which  point  the  waiver 
will  then  be   effective.    I  merely  want  to  indicate  to 
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the  court  that  the  jury  perhaps  need  not  be  immedi- 
ately tied  up  certainly  for  this  morning. 

"THE  COURT:   Will  2:00  o'clock  be  enough 
time? 

"MR.    INGBER:    I  hope  so. 

"THE   COURT:   Well,   we  can  excuse  the  jury 
and  tell  them  they  are  excused  and  to  come  back  at 
2:00  o'clock.  "      [R.  T.    96.    97]. 

Whereupon  the  court  reconvened  in  the  presence  of  the 
jury,   the  court  admonished  the  jury,    and  excused  them  until 
2:00  P.  M.     [C.  T.  I,    17]. 

At  2:30  P.  M.  ,    the  court  reconvened  out  of  the  presence 
and  hearing  of  the  jury,   both  counsel  and  the  defendant  being 
present   [C.  T.  I,    17]. 

A  stipulation  of  fact   [C.  T.    10-15],    signed  by  defendant 
and  both  counsel  was  filed  with  the  court.     The  court,    after  read- 
ing and  considering  the  stipulation  of  fact,   found  the  defendant 
guilty  as  charged  on  the  four  counts  of  the  indictment    [R.  T.    99, 
100]. 

Thereupon  the  defendant  was  sentenced  by  the  court  and  the 
jury  returned  to  the  courtroom  and  was  discharged   [C.  T.    17]. 

The  Stipulation  referred  to  above  is  here  set  out  in  full: 

1.  On  Thursday,   January  16,    1964,   an  undercover 

informant  of  the  Federal  Bureau  of  Narcotics  met  the  defendant 
EDWARD  POOL  at  a  car  lot  at  89th  and  San  Pedro  Streets  in 
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Los  Angeles,   California,    At  that  time  the  informant  told  the  de- 
fendant that  she  desired  to    buy   some  heroin  for  a  friend  of  hers. 
The  defendant  told  the  informant  to  let  him  know  when  the  friend 
was  ready  to  buy  the  heroin, 

2.  On  Friday,   January  17,,    1964,    at  about  6:30  P.M., 
the  defendant  called  the  informant  by  the  use  of  a  telephone  and 
asked  her  when  she  would  be  ready  to  conduct  the  transaction. 

3.  At  approximately  8:00  P,  M.  ,   the  defendant  called 
again  and  told  the  informant  that  he  would  meet  her  at  the  corner 
of  San  Pedro  and  Golden  Streets  around  9:00  P.  M.     The  defendant 
further  informed  the  informant  that  she  would  leave  her  friend, 
James  Parker.,    an  agent  of  the  Federal  Bureau  of  Narcotics,    in 
the  car,    about  a  block  away. 

4.  The  informant  owed  the  defendant  $150  previously. 
The  defendant  told  the  informant  to  bring  as  much  money  as  she 
could,    as  he  was  going  to  Tijuana  tomorrow,   and  was  going  to 
make  a  "big  score".    At  that  time  the  informant  told  the  defendant 
that  she  wanted  to  buy  three  spoons  of  heroin  for  a  girl  friend  of 
hers. 

5.  At  approximately  9:30  P.  M.  ,   Agent  Parker  and 
the  informant  arrived  at  Golden  and  San  Pedro  streets  in  Los 
Angeles,    Galifornia,    where  the  agent  parked  the  car. 

6.  The  informant  then  left  the  agent  in  the  automobile 
and  went  to  the  southwest  corner  of  Golden  and  San  Pedro  Streets 
where  she  was  met  by  the  defendant. 

7.  The  defendant  stated   that  he  did  not  want  to  meet 
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the  friend  of  the  informant  and  for  the  informant  to  get  the  money. 
The  informant  told  the  defendant  that  her  friend  would  not  give  up 
his  money  unless    he  saw  the  heroin. 

8.  The  defendant  stated  to  the  informant  that  the  heroin 
was  laying  by  his  feet  and  that  the  informant  was  to  pick  it  up  and 
give  it  to  the  man  and  then  get  the  money  and  bring  it  to  him  at 

the  London  House,    a  club  that  was  being  leased  by  the  defendant. 
The  informant  told  the  defendant  that  she  was  afraid  the  friend 
might  take  the  heroin  and  not  give  her  the  money, 

9.  The  informant  then  left  the  defendant  and  returned 
to  the  car  where  Agent  Parker  was  seated  and  explained  the  situa- 
tion to  him.    At  that  time  the  agent  conversed  by  means  of  radio 
communication  with  surveilling  agents  of  the  Federal  Bureau  of 
Narcotics  in  an  accompanying  car. 

10.  After  conversing  with  the  other  agents  by  means  of 
radio  communication.  Agent  Parker  handed  to  the  informant  $600 
in  recorded  money.     The  money  consisted  of  thirty   $20  bills. 

11.  The  informant  then  left  Agent  Parker's  car  and 
returned  to  the  corner.     The  defendant  was  not  there,   and  the 
informant  returned  the   $600  to  Agent  Parker, 

12.  The  defendant  soon  reappeared  on  the  scene  and 
parked  his  black  1958  Oldsmobile  station  wagon  on  Main  Street 
north  of  Golden  Street.     The  informant  and  Agent  Parker  then  left 
their  automobile  and  approached  the  defendant.    When  the  defen- 
dant saw  Agent  Parker  approaching  he  walked  away  and  stopped. 
When  Agent  Parker  advanced  again  the  defendant  retreated  again. 
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Agent  Parker  returned  to  the  automobile  in  which  he  had  been 
sitting  and  the  informant  went  ahead  and  met  with  the  defendant. 

13.  The  informant  then  gave  the  defendant   $100  of  the 
$150  that  she  owed  him.     The  defendant  then  handed  the  informant 
the  key  to  a  1950  black  Buick  and  told  her  that  on  Golden  Street 
near  Main  Street,    there  was  an  old  Buick  parked  and  that  the  key- 
would  open  the  trunk  of  the  car  and  in  there  would  be  the  ounce  of 
heroin  that  her  friend  requested  and  also  the  three  spoons  of  her- 
oin that  her  girl  friend  wanted.     The  defendant  informed  the  infor- 
mant that  he  would  be  parked  behind  the  black  1950  Buick  and  that 
she  and  her  friend  should  park  behind  him.    She  was  then  in  - 
structed  to  take  the    $600,   go  to  the  trunk  of  the  1950  Buick,    take 
out  the  packages  of  heroin,    and  return  to  his  car,    the  1958  Olds- 
mobile  station  wagon,    and  hand  him  the  money. 

14.  Upon  returning  to  Agent  Parker's  car,    the  infor- 
mant advised  Agent  Parker  of  the  intended  transaction,    and 
Agent  Parker  contacted  the  other  surveilling  agents.    At  that 
time  it  was  decided  between  the  agents  that  they  would  meet  and 
install  upon  the  person  of  the  informant  a  Fargo,   a  transmitting 
device. 

15.  At  that  time  all  of  the  agents  met  with  the  infor- 
mant at  a  location  in  the  vicinity  of  the  intended  transaction  and 
there  was  installed  upon  the  person  of  the  informant  the  above 
mentioned  Fargo. 

16.  Agent  Parker  and  the  informant  then  went  in  Agent 
Parker's  car  to  the  intended  site  and  parked  behind  the  defendant's 
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black  Oldsmobile  station  wagon.    At  that  time  Agent  Parker  in- 
formed the  informant  that  she  should  do  only  what  he  said  and  that 
was  for  her  to  stay  in  view  and  to  give  the  defendant  the   $600 
after  she  obtained  the  heroin  and  then  come  back  to  the  agent. 

17.  The  informant  then  went  past  the  defendant  sitting 
in  the  Oldsmobile  station  wagon  and  opened  the  trunk  of  the  old 
Buick,    extracted  the  two  parcels  of  heroin,   weighing   24.  7  grams 
and  4.  83  grams,    and  closed  the  trunk  of  the  Buick.     The  informant 
then  dropped  the   "three  spoons"   which  were  contained  in  a  red 
balloon  in  the  gutter.     The  informant  then  got  into  the  defendant's 
car  and  gave  him  the   $600   that  the  agent  had  given  her.    Upon  the 
completion  of  the  sale  transaction,    the  informant  left  the  defen- 
dant's car  and  walked  back  to  the  car  of  Agent  Parker  and  gave 
him  the  ounce  of  heroin. 

18.  Agent  Parker  then  apprised  the  accompanying 
agents  that  the  informant  had  given  him  the  ounce  of  heroin  and 
that  the  informant  had  given  the  defendant  the  $600  of  previously 
recorded  money. 

19.  At  that  time  Agent  Parker  and  the  informant  drove 
away  while  the  other  car  of  surveilling  agents  observed  the  defen- 
dant leave  the  area  where  he  had  been  parked  and  proceed  toward 
the  above  mentioned  London  House.    As  the  defendant  drove  into  the 
parking  lot  behind  the  London  House,    the  agents,   with  the  defen- 
dant still  in  view,    arrived  and  informed  the  defendant  that  he  was 
under  arrest  for  violation  of  the  Federal  Narcotics  Laws.    At 

that  time  the  defendant  had  the   $600  of  previously  recorded  money 
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in  his  left  hand.    In  the  parking  lot,,    at  the  site  of  the  arrest,   the 
money  in  the  possession  of  the  defendant  was  compared  with  the 
list  of  serial  numbers  of  the  previously  recorded  money  and  the 
serial  numbers  matched.     The  above  comparison  of  the  money  with 
the  list  of  serial  numbers  was  done  in  the  presence  of  the  defen- 
dant. 

20.  The  defendant  was  then  taken  to  the  office  of  the 
Federal  Bureau  of  Narcotics. 

21.  At  the  Federal  Bureau  of  Narcotics  office  the  in- 
formant then,   for  the  first  time,   informed  the  agent  that  she  had 
purchased  the  above  mentioned  red  balloon  of  "three  spoons"   of 
heroin.    The  informant  was  then  taken  back  to  the  area  and  at  the 
location  she  described,   Agent  Charles  Sherman  found  the  red 
balloon  of  heroin  and  picket  it  up. 

22.  Upon  arrival  back  at  the  office  of  the  Federal 
Bureau  of  Narcotics,   Agent     Charles  Sherman  field  tested  the 
contents  of  the  condom  containing  the  ounce  of  heroin  and  also  the 
contents  of  the  red  balloon  for  heroin  and  the  test  proved  to  be 
positive. 

23.  The  two  parcels  of  heroin  were  weighed  and  sealed 
by  Agent  Charles  Sherman  on  January  17,    1964,   and  witnessed  by 
Agent  John  Hunt.    The  exhibits  were  then  mailed  on  January  20, 
1964,   to  the  United  States  Chemist,   San  Francisco,   California, 
via  registered  mail.    Agent  Irving  Lipschutz  accompanied  Agent 
Charles  Sherman  from  the  Federal  Narcotics  Office  down  to  the 
post  office  to  mail  the  contents  of  the  package. 
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24.  On  January  23,    1964,   Herman  Meuron,   a  chemist 
in  the  office  of  the  United  States  Chemist,    personally  received 
from  a  mail-man  the  above  mentioned  parcel.    Herman  Meuron 
personally  tested  the  contents  of  the  two  parcels,    the  condom  and 
the  red  balloon.     The  results  of  the  test  disclosed  that  of  the  ounce 
of  heroin  in  the  condom    39.  7%  of  the  contents  was  heroin.     The 
test  of  the  contents  of  the  red  balloon  disclosed  that    8.  2%  of  the 
contents  was  heroin, 

25.  On  January  18,    1964,   in  an  Attorney's  Room  in  the 
Hall  of  Justice,    in  Los  Angeles,    California,   Agent  Irving  Lip- 
schutz  at  the  request  of  the  defendant  met  the  defendant.    At  this 
meeting  in  response  to  the  question  of  what  was  the  defendant's 
source  of  supply,   the  defendant  stated  that  his  source  of  supply 
was  a  man  by  the  name  of  Memo,   in  Tijuana.    In  response  to  the 
question  of  whether  Memo  was  the  source  of  supply  for  the  heroin 
obtained  by  the  Federal  Bureau  of  Narcotics  on  the  previous  eve- 
ning,  January  17,    1964,    the  defendant  answered,    "Yes". 

26.  On  January  20,    1964,    in  a  fifth  floor  office  of  the 
Federal  Bureau  of  Narcotics  in  Los  Angeles,   California,    at  which 
the  defendant,   Agent  Irving  Lipschutz  and  Agent  Charles  Sherman 
were  present,   the  defendant  again  answered  the  question  of 
whether  the  narcotics  obtained  on  the  night  of  January  17,    1964, 
were  obtained  from  Memo  in  Tijuana,   the  defendant  answered, 
"Yes". 

27.  On  January  21,    1964,   the  defendant  placed  a  call 
monitored  by  Agent  James  Parker,   to  a  man  named  Memo  in 
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Tijuana.    Pursuant  to  this  call  the  man  named  Memo  was  arrested 
by  Mexican  Federal  Judicial  Agents  with  the  cooperation  of  the 
agents  of  the  Federal  Bureau  of  Narcotics.    Memo,   and  his  co- 
conspirators,  were  convicted  for  possession  of  narcotics  by  the 
Mexican  National  Government. 

At  page  106  of  the  Reporter's  Transcript  appears  the 
following  statement  of  defense  counsel  in  response  to  a  request  by 
the  prosecution  for  the  immediate  remand  of  the  person  of  the 
defendant: 

"MR.     INGBER: 

i'fi       >!<       >'fi 

The  point  that  I  stress,  your  Honor,    is  that 
he  came  today  unprepared  to  remand  himself,   fully 
aware  that  if  a  stipulation  of  those  facts  were  in 
order  he  might  be  able  to  prepare  himself  with  a 
presentence  report.    .       .       .  " 

V 

ARGUMENT 

A.  APPELLANT  WAS  NOT  DENIED   THE   EFFEC- 

TIVE AID  OF   COUNSEL  AT  TRIAL  OR  ON 
APPEAL. 


The  claim  of  appellant  that  he  was  denied  effective  aid  of 
counsel  can  only  be  sustained  if  the  attorney,   or  rather  attorneys 
in  this  case,    were  "so  incompetent  or  inefficient  as  to  make  the 
trial  a  farce  or  a  mockery  of  justice.  "       Dalryruple  v.    United 
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states,    366  F.  2d  183    (9th  Cir.    1966). 

Appellant  cites  several  instances,  none  of  which  demon- 
strate incompetence  or  a  deprivation  of  rights.    Initially,    Pool 
says  that  his  counsel  was  only  given  one  day  to  prepare  a  defense. 
Pool  substituted  Joe  Ingber  for  Irving  Ackert  on  the  date  that  had 
been  set  for  trial  approximately  six  weeks  earlier   [C.  T.  I  8; 
C.  T.I    17].    At  page  26  of  the  Reporter's  Transcript  appears  the 
request  on  behalf  of  Pool  for  a  substitution.    The  Trial  Court 
made  it  clear  that  a  substitution  would  not  be  allowed  for  the  pur- 
pose of  obtaining  a  continuance.    When  counsel  for  Pool  requested 
some  time  for  preparation  after  the  empanellment  of  a  jury  the 
following  colloquy  took  place,    at  R.  T.    27: 

"THE  COURT:   I  think  I  said  that  if  you 
want  an  added  day  I  will  select  the  jury  and  send 
the  panel  home  and  give  you  a  day. 

"MR.    INGBER:    That  is  correct.     That  will 
be  the  only  continuance  of  any  nature  that  would  be 
requested  on  behalf  of  the  defendant. 
"THE  COURT:   All  right. 
"THE  CLERK:   Is  that  agreeable  to  you, 
Mr.    Pool,    that  Mr.    Ingber  be  substituted  for  your 
attorney  in  place  of  Mr.   Ackert? 

"THE  DEFENDANT:  Yes,   it  is.  " 

Pool  next  complains   "that  his  counsel  did  not  discuss  any 
defenses  to  the  charges;   he  did  not  investigate  the  law  and  facts;" 
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and  other  complaints,    leading  to  the  conclusion  "that  appellant's 
trial  was  reduced  to  a  farce  and  a  sham"    (Op.    Br.    21).    Appel- 
lant's claims  are  the  product  of  a  natural  dissatisfaction  with  one's 
counsel  following  several  years  in  a  penitentiary.     The  case  itself, 
as  shown  by  the  stipulation  signed  by  Pool,   was  simple.     There 
was  no  argument  as  to  the  facts.    There  was  disagreement  as  to 
the  effect  of  the  stipulation  inasmuch  as  appellant  claimed  on  his 
direct  appeal  that  there  was  insufficient  evidence  to  sustain  the 
conviction.    (Pool,    supra, 

Pool  complains  that  he  was  not  advised  of  the  kind  of  trial 
"he  was  going  to  reveive.  "    The  record  belies  that  claim.    At 
R.  T.    106  appears  the  representation  that  Pool  was   "fully  aware" 
that  a  stipulation  was  intended. 

Pool  objects  to  the  competency  of  appellate  counsel, 
Russell  E.    Parsons,   because  Parsons  could  have  raised  other 
issues.    Such  ground,    appellant  submits,    is  proven  by  his  present 
makeweight  arguments. 

The  simple  fact  appears  from  the  entire  record  that  there 
was  no  disagreement  between  the  defendant,  his  counsel,   and  the 
prosecution  as  to  what  the  facts  were.    There  was  merely  a  desire 
on  behalf  of  the  defendant  to  obtain  some  time  prior  to  service  of 
his  sentence  by  taking  an  appeal. 
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B.  APPELLANT  WAS  NOT  DENIED  A  FAIR  AND 

IMPARTIAL  JURY   TRIAL  OR   TRIAL  OF   ANY 
KIND. 


"Issues  disposed  of  on  a  previous  direct 
appeal  are  not  reviewable  in  a  subsequent  petition 
under    §2255."     Stein  v.    United  States,    390  F.  2d  625 
(9th  Cir.    1968). 

This  Court  found  in  the  direct  appeal  that  there  was  a 
"valid  waiver  of  jury.  "    This  Court's  opinion  found  that  Pool's 
action,   and  the  Court's  holding,   guaranteed  Pool  a  free  and  intelli- 
gent waiver.    "In  protecting  any  defendant's  constitutional  rights 
we  do,   and  should,    look  beyond  form  to  substance.  "    Pool,   supra, 
at  833. 

In  addition  to  Pool's  claiming  there  was  no  waiver  of  a 
jury  trial  he  claims  he  was  deprived  of  a  trial  altogether  because 
he  and  his  counsel  stipulated  to  the  facts,   thereby  depriving  him  of 
the  right  of  being  confronted  by  the  witnesses  against  him  and  the 
right  to  cross-examine  them.    It  is  submitted  that  the   "free  and 
intelligent  waiver"   found  by  this  Court  relative  to  a  jury  trial  also 
applies  to  the  instant  claim. 

Pool  relies  on  Brookhart  v.   Janis,   384  U.  S.    1  (1966),   for 
the  proposition  that  the  instant  case  is  the  same  as  a  plea  of  guilty 
over  the  objection  of  defendant  himself.    In  Brookhart  there  was  a 
prima  facie  case  made  by  the  prosecution  without  stipulation  or 
cross-examination  by  the  defense.     The  Supreme  Court,   relying 
on  the  Ohio  court,   found  the  procedure  the  equivalent  of  a  plea  of 
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guilty.    The  following  language  appears  at  page  7  of  the  Supreme 

Court's  opinion: 

"...    Although  he  expressly  waived  his 
right  to  a  jury  trial,   he  never,    at  any  time,    either 
explicitly  or  implicitly,   pleaded  guilty.     His  em- 
phatic statement  to  the  judge  that   "in  no  way  am  I 
pleading  guilty"   negatives  any  purpose  on  his  part 
to  agree  to  have  his  case  tried  on  the  basis  of  the 
State's  proving  a  prima  facie  case  which  both  the 
trial  court  and  the  State  Supreme  Court  held  was 
the  practical  equivalent  of  a  plea  of  guilty.    Our 
question  therefore  narrows  down  to  whether  coun- 
sel has  power  to  enter  a  plea  which  is  inconsistent 
with  his  client's  expressed  desire  and  thereby 
waive  his  client's  constitutional  right  to  plead  not 
guilty  and  have  a  trial  in  which  he  can  confront  and 
cross-examine  the  witnesses  against  him.    .    .    " 

In  the  instant  case  there  was  a  stipulation  of  the  facts  by 
the  defendant  personally,    his  attorney,    and  the  plaintiff.     There 
was  no  disagreement  as  to  what  the  facts  were.    No  one  can  sin- 
cerely say  that  when  there  is  no  dispute  as  to  the  facts  that  he 
expects  to  challenge  those  facts  by  cross-examination. 

Pool  claims  that  there  is  no  authority  for  a  trial  based  on 
a  stipulated  factual  situation.    The  very  essence  of  any  trial  is  the 
determination  of  facts  and  then  an  application  of  the  law  to  those 
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facts.    Inherent  in  the  fact-finding  process  is  the  possibility  that 
there  may  be  no  dispute  as  to  the  facts.    Stipulations  have  histori- 
cally been  a  part  of  lawsuits  and  no  act  of  Congress  is  required  in 
order  to  rely  upon  and  utilize  them. 


APPELLANT  WAS   NOT   COMPELLED   TO   BE 
A  WITNESS  AGAINST   HIMSELF. 


Pool  claims  that  the  presumption  of  Section  174  required 
him  to  be  a  witness  against  himself.    Initially,    Pool  did  not  testify. 
Secondly,    Pool  has  litigated  the  constitutionality  of  Section  174 
already  and  the  issue  was  determined  adversely  to  his  interests. 
Pool,   supra. 


D.  POOL'S  CONVICTION  IS  NOT  BASED  UPON 

EVIDENCE  OBTAINED  IN  VIOLATION  OF 
THE  FIFTH  AND  SIXTH  AMENDMENTS  AND 
THE   ISSUE   IS  NOT   THE    PROPER   SUBJECT 
OF   A  SECTION   2255   MOTION. 


Absent  a  showing  of  a  real  miscarriage  of  justice,    the 
admission  of  a  confession  at  a  trial  is  not  subject  to  collateral 
attack  under  Section  2255.    Hodges  v.    United  States,    282  F.  2d  858 
(D.  C.   Cir.    1960),    cert,    granted   365  U.  S.    810,   cert  den.    368 
U.S.    139. 

Factually,   the  only  matters  found  in  the  evidence  before 
the  trial  court  relative  to  admissions  of  the  defendant  are  found  m 
paragraphs  25  and  26  of  the  stipulation,   supra.    Said  admissions 
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were  to  the  effect  that  the  heroin  obtained  had  come  from  Memo 
in  Tijuana. 

Pool  complains  that  the  trial  court  should  have  held  a 
Jackson  v.    Denno  hearing  relative  to  the  admission  of  said  state- 
ments.   Nowhere  does  Pool  cite  any  case  that  says  a  judge  must, 
sua   sponte,    hold  a  hearing  when  there  is  no  request  therefor  or  an 
objection  thereto.    No  cases  are  cited  because  such  is  not  the  law. 

Pool  assumes  that  his  conviction  is  based  upon,   or  depen- 
dent upon,    the  subject  admissions.    As  this  Court  said  earlier, 
because  of  the  presumption  of  Section  174,    reliance  on  the  admis- 
sions was  unnecessary.     Pool,    supra. 

Assuming,    arguendo,    that  the  admissions  were  extracted 
by  promises,    they  were  not  essential  to  the  conviction.    Assuming, 
arguendo,    there  was  error,    it  was  harmless. 


E.  THE   CONVICTION   SHOULD   NOT  BE  VACATED 

BECAUSE   OF    A   CLAIMED  DELAY   OF    ONE 
MONTH  FROM  ARREST   TO  INDICTMENT. 


Pool  was  arrested  on  January  17,    1964   [Stipulation  supra, 
paras.    2,    19].     Pool  was  indicted  on  February  19,    1964   [C.T.I, 
2-5]. 

Pool  cites  no  cases  for  the  proposition  that  a  mere  one 
month  lapse  of  time  between  arrest  and  indictment  is  grounds  for 
the  granting  of  a  Section  2255  motion.     There  is  no  claim  that 
evidence  became  unavailable  to  him  during  that  time. 

As  the  trial  court  herein  stated,   at  pages  four  and  five  of 
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its  Order  Denying  Motion: 

"It  appears  from  petitioner's  motion  that  he 
contributed  to  and  acquiesced  in  any  alleged  delay 
of  trial  by  cooperating  with  federal  agents  in  an 
effort  to  secure  a  lighter  sentence,    and  is  not,    there- 
fore,   entitled  to  a  dismissal.     (United  States  v.    Sawyers, 
186  F.  Supp.    264)    It  further  appears  that  petitioner 
failed  to  make  demand  for  speedy  trial.    He  is,    there- 
fore,   estopped  at  this  late  date  from  asserting  delay 
as  a  ground  for  dismissal  from  custody,     (United  States 
V.    Fossoulis,    179  F.  Supp.    645). 


F.  NO  HEARING   WAS   REQUIRED  ON   THE 

2255  MOTION 


As  this  brief  demonstrates,    there  was  no  need  for  a  hear- 
ing on  the  2255  motion.     Each  of  the  arguments  made  by  Pool  are 
conclusively  refuted  by  the  court  records  or  by  the  previous  liti- 
gation in  the  case. 

The  only  claim  that  might  have  been  considered  in  a  hear- 
ing was  Pool's  claim  that  he  was    "still  under  the  influence  of  alco- 
hol and  the  illness  of  the  alcohol"   on  the   "trial  day"   when  coupled 
with  the  affidavit  of  Joe  Ingber  that   "[t]his  stipulation  was  not  read 
by  the  defendant.  "    Said  claim  does  not  state  that  Pool  was  not 
fully  aware  of  the  contents  of  the  stipulation  and  understood  it.    It 
is  interesting  to  note  that  Ingber  did  not  say  Pool  didn't  understand 

20. 


what  he  was  doing  or  was  under  the  influence  of  alcohol.    The 
mere  fact  that  Pool  may  not  have  read  the  stipulation  personally 
is  immaterial  inasmuch  as  it  could  have  been  read  to  him,   as  in 
fact,   it  was.    A  mere  conclusion  is  not  grounds  for  a  hearing. 

CONCLUSION 

Based  upon  the  foregoing  arguments,   the  judgment  of  the 

District  Court  should  be  affirmed. 

Respectfully  submitted, 

WM.    MATTHEW  BYRNE,    JR. 
United  States  Attorney 

ROBERT    L.    BROSIO 

Assistant  U.   S.   Attorney 
Chief,   Criminal  Division 

RONALD  S.    MORROW 

Assistant  U.   S.   Attorney 

Attorneys  for  Appellee 
United  States  of  America 
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NO.   22^86 
APPELLANT'S  CLOSING  BRIEF 


JURISDICTION  AND  ASSIGNMENT  OF  ERROR 

!_/ 
Appellees  complain  (BR.  1)    that  we  have  not  indicated 

the  basis  of  this  court's  jurisdiction  nor  (BR.  2)  have  v;e  set 
forth  a  specification  of  errors.   Our  brief,  however,  quite 
literally  followed  the  Federal  Rules  of  Appellate  Procedure,  ^- 
fective  July  1,  1968,  Rule  28  of  v/hich  specifies  the  content  of 
an  appellant's  brief.   Nowhere  in  the  rule  is  provision  made 
for  either  a  statement  of  jurisdictional  cr;rounds  or  a  specifi- 
cation of  errors. 


1  /  Appellee's  Brief  is  referred  to  herein  as  BR;  Appellant's 

Opening  Brief  is  referred  to  herein  as  OP.  BR; CT  refers 
to  Clerk's  Transcript. 
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Lest  appellees  be  misled,  however,  let  us  say  that  this 
court's  jurisdiction  of  this  appeal  rests  squarely  on  the 
basic  underlying  appellate  statute,  28  U.S.C.A.  1291,  v/hich 
provides 

"§1291. _  Final  decisions  of  district  courts 

The  courts  of  appeals  shall  have  jurisdiction 
of  appeals  from  all  final  decisions  of  the  district 
courts  of  the  United  States.  .  .,  except  where  a 
direct  review  may  be  had  in  the  Supreme  Court." 

And  that  the  "Specification  of  Errors"  which  appellees  seek 

is  to  be  found  in  the  "Statement  of  Issues  to  be  Presented 

for  Review"  (see  Rule  28[a][2],  F.R.A.P.,  supra),  on  pages  1 

and  2  of  our  opening  brief: 

"(1)  Did  the  District  Court  have  jurisdiction  to 
review  the  actions  of  the  defendant  unions? 

(2)  Was  plaintiff  deprived  of  the  rights  of  speech 
and  assembly  within  the  unions  guaranteed  to  him  by 
29  U.S.C.A.  ^ll(a)(l)  and  (2)? 

(3)  Was  plaintiff  denied  the  safeguards  against 
improper  disciplinary  action  guaranteed  to  him  by 
29  U.S.C.A.  411(a)(5)?"   (OP.  "br.  1:25  -  2:5). 

The  claimed  errors  of  the  District  Court  obviously  are  its 
holding  that  questions  2  and  3,  supra,  were  to  be  answered  in 

the  negative,  rather  than  in  the  affirmative  (see  our  Opening 

U 
Brief,  pp.  12,  15). 

With  this  behind  us,  we  turn  to  the  issues  on  the  merits. 


2  /  Question  1,  supra,  we  concede,  was  answered  correctly  by 
the  District  Court  in  assuming  jurisdiction  of  this  case 
(OP.  BR.  11).   Apparently  appellees  agree  with  us  (BR.  6) 
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II  and  III 


APPELLANT  WAS  DEPRIVED  OP  THE  RIGHTS  GUARANTEED 
TO  HIM  BY  29  U.S.C.  411(a)(1)  AND  (2)  AND 
HE  WAS  DENIED  THE  RIGHTS  GUARANTEED  TO 
HIM  BY  29  U.S.C.  411(a)(5) 


In  our  opening  brief  we  separated  the  "substantive"  as- 
pects of  the  case  (those  based  on  4ll[a] [1] [ 2] )  from  the 
"procedural"  ones  (those  based  en  4ll  [a][5]).   They  are,  hov;- 
ever,  obviously  interrelated  and  in  this  reply  brief  vie    shall 
treat  them  under  one  heading  since  the  argument  flows  from 
one  directly  into  the  other. 


Appellees,  citing  Salzhandler  v.  Caputo,  6l5  F.  2d  442 
3  / 
(2d  Cir.,  I963T7  recognize  that  Section  411(a)(1)  and  (2)  were' 

designed  to  protect  the  rights  of  a  union  member  to  discuss 
freely,  and  to  criticize,  the  management  of  the  union  and  the 
conduct  of  its  officers. 

Appellees  cannot,  and  do  not,  deny  that  appellant  was  for 
a  number  of  years  engaged  in  precisely  this  kind  of  protected 
activity  and  that  this  was  the  critical  area  of  conflict  betwe(?n 
him  and  the  International  Union  which  eventually  expelled  him 
from  membership.   They  claim,  however,  that  because  the  Inter- 
national Union  found  a  convenient  excuse  upon  which  to  peg 


3  /  As  we  pointed  out  in  our  opening  brief,  Salzhandler  was 

cited  with  approval  and  followed  by  this  court  in  Boiler- 
makers Union  V.  Rafferty,  348  F.  2d  307,  311-312  (9  Cir.,  1965P 
—  a  case  involving  this  very  international  union. 
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its  action,  this  court  should  blind  itself  to  the  realities 
revealed  by  the  record.   These  realities  are  that  appellant 
was  an  articulate  champion  of  the  autonomy  of  the  San  Francisco 
local  and  of  the  democratic  rights  of  its  members  and  that  it 
was  this  conduct  on  his  part  which  brought  him  into  open, 
notorious  and  repeated  conflict  with  the  International. 
Appellees  do  not,  because  they  cannot,  deny  that,  in  the 
presence  of  the  International  President  (v/ho  later  cast  his 
not  insignificant  weight  on  the  side  of  appellant's  expulsion), 
the  International  Vice-President  and  Executive  Board  Member 
who  instigated  the  charges  against  appellant,  v/ho  refused  to 
withdraw  them  at  the  informal  conference  and  v/ho  pressed  them 
vigorously  throughout,  categorically  stated  that  the  case 
against  appellant  was  really  being  prosecuted,  not  because  of 
the  removal  of  the  contracts,  but  because  of  "an  accumulation 
of  events  that  had  transpired."   These  events,  of  course,  had 
to  do  with  appellant's  opposition  to  international  policy  on  a 
variety  of  Internal  union  questions  :   should  the  books  be  open 
or  closed;  should  the  local  or  the  international  determine  v;ho 
got  higher  paying  jobs;  should  a  credit  union  be  permitted  to 
operate  in  the  local  union  hall;  should  the  local  subscribe  to 
a  labor  newspaper  for  its  members;  should  the  local  be  placed 
under  an  International  trusteeship? 

In  asserting  and  advocating  his  position  on  each  of  these 
issues,  appellant  was  plainly  exercising  rights  guaranteed  to, 
and  protected  for,  him  by  Section  411(a)(1)  and  (2)  of  the  Act 
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That  he  was  in  truth  and  fact  punished  because  of  the 
"accumulation  of  [these]  events"  is  crystal  clear  from  the 
record.   That  is  v/hat  the  trial  was  all  about. 

A  competent  observer  of  these  matters  has  noted  that  bias 
may  take  the  form  of 

"deliberately  using  discipline  as  a  device  to 
eliminate  disliked  members"  (Summers,  LEGAL 
LIMITATIONS  ON  UNION  DISCIPLINE,  64  Harvard 
Law  Review  1049,  1082). 

And  it  has  been  held  that  a  member  may  not  be  punished  on  the 
basis  of  a  charge  which  is  merely  a  pretext  to  eliminate  him 
because  he  was  critical  of  the  union's  officers  or  policies 
(Leonard   v.  M.I.T.  Employees'  Union,  225  P.  Supp.  937  [DC, 
Mass.,  1964])  --  a  case  mentioned  in  our  opening  brief  and  not 
even  adverted  to  by  appellees. 

When  the  record  is  read  in  its  entirety,  it  is  clear  that 
this  is  precisely  what  happened  here.   Thus,  not  only  is  there 
the  concession  of  Vice  President  Precht  noted  above  that  the 
case  v/as  being  prosecuted  because  of  "an  accumulation  of  evi- 
dence" relating  to  appellant's  anti-International  activity, 
but  there  is  also  the  unwarranted  assumption  of  jurisdiction 
by  the  international  union  after  the  local  people  indicated 
they  had  no  disposition  to  act  against  appellant;  there  is  the 
fact  that  the  informal  hearing  was  not  utilized  in  any  way  by 
the  International  President  to  resolve  the  issue;  there  is  the 
fact  that  the  International  President  had  already  previously 
set  the  formal  hearing  for  the  very  following  day  (anticipating 


no  doubt  that  the  Informal  hearing  would  be  aborted);  there  is 
the  fact  that  the  Trial  Panel  was  impotent  to  rule  on  the 
International  President's  assumption  of  jurisdiction;  there  is 
the  fact  that  neither  the  Trial  Panel,  the  Executive  Board  nor 
the  International  President  paid  the  slightest  attention  to 
the  uncontradicted  evidence  that  appellant  was  admittedly 
motivated  by  a  desire  to  best  represent  the  membership  of 
Local  Lodge  No.  6;  there  is  the  fact  that  the  International 
President  forwarded  the  recommendation  for  the  ultimate  penalty 
with  his  "full  concurrence";  there  is  the  fact  that  any  vote 
by  a  member  of  the  Executive  Board  for  a  lesser  penalty  would 
have  to  be  "fully  explained";  there  is  the  fact  that  several 
members  of  the  Executive  Board  were  in  financial  debt  to  the 
International.   Finally,  and  perhaps  most  importantly,  there 
is  the  fact,  as  the  District  Court  itself  found,  that,  taken 
all  in  all,  this  record  is  "barren  of  one  shred  of  evidence" 
that  what  appellant  did  was  "detrimental  to  the  best  interests 
of  appellees. "   (See  CT  ^92.)   Yet,  despite  this  fact  and  in 
the  face  of  all  the  procedural  violations  heretofore  enumerated , 
the  maximum  possible  penalty  —  expulsion  —  was  Imposed  upon 
appellant . 

If  the  Bill  of  Rights  for  union  members  is  to  have 
any  substantive  meaning  (4ll[a][l]  and  [2])  or  i.^  it  is  to  re- 
quire that  minimum  procedural  guarantees  are  to  be  followed  to 
protect  union  membership  ( 4ll[a] [1] [5] ) ,  then,  on  this  record, 
appellant's  expulsion  cannot  stand. 


The  courts  have  not  hesitated  to  enforce  these  provisions 
of  the  law  in  this  regard.   In  addition  to  the  cases  cited  in 
our  opening  brief,  attention  is  called  to  Vars  v.  International 


Brotherhood  of  Boilermakers,  215  P.  Supp .  9^3  (DC.  Conn.,  1963) 

in  which  the  court  set  aside  an  expulsion  order  imposed  by  this 

same  International  upon  one  of  its  members,  and  stated: 

".  .  .in  determining  whether  a  full  and  fair 
hearing  had  been  granted,  it  is  within  the  province 
of  the  Court  to  satisfy  itself  that  the  findings 
and  conclusions  of  the  presiding  trial  hearing  of- 
ficer, as  ratified  and  adopted  by  the  Executive 
Council,  are  sufficient  as  a  matter  of  lav;  to  sustain 
a  finding  of  guilt.   Where  the  record  clearly  in- 
dicates that  the  rule  of  lavj  upon  which  conclusions 
were  reached  was  in  error,  then  such  findings  and 
conclusions  should  be  set  aside."   (at  9^9) 

In  affirming  the  District  Court  in  the  Vars  case,  the 

Court  of  Appeals  said: 

"If  Section  101(5)  is  to  provide  any  measure 
of  protection  for  the  Individual  union  m.ember  who 
finds  himself  beseiged  by  the  full  power  of  the 
International  Union,  some  review  is  necessary  in 
order  to  protect  such  members  from  obvious  abuses. 
This  is  especially  true  in  cases  such  as  this  vjhere 
the  hearing  examiner  is  not  an  independent  figure 
divorced  from  union  controversies  but  is  an  officer 
of  the  International  Union.   Thus,  although  the 
courts  may  be  without  power  to  review  matters  of 
credibility  or  of  strict  weight  of  the  evidence,  a 
close  reading  of  the  record  is  justified  to  insure 
that  the  findings  are  not  without  any  foundation 
in  the  evidence."   (Vars  v.  International  Brother- 
hood of  Boilermakers,  etc.,  320  F.  2d  576,  57» 
[2  Cir. ,  1963  J ;  underlining  supplied). 

Applying  the  foregoing  principles  to  the  record  in 
this  case,  it  is  clear  that  the  judgment  of  the  court  below 
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should  be  reversed. 


CONCLUSION 

For  the  foregoing  reasons,  the  judgment  beloxv  should  be 

reversed . 

DATED:   January  31,  1969- 

Respectfully  submitted, 

GLADSTEIN,  ANDERSEN,  LEONARD  &  SIBBETT 

By    /^--•'  ■"         ■      ^  ' -^'   -- 

Richard  Gladstein 


Norman  Leonard 
Attorneys  for  Appellant 


4  /  This  is  particularly  truevhere,  as  here,  the  imposition 

of  the  extreme  penalty  is  clearly  unreasonable  under  all 
the  circumstances  and  is  unjust  to  the  individual  member. 
Compare  Parks  v.  International  Brotherhood  of  Electrical 
Workers,  203  F.  Supp.  2bb,  311  (DC,  Md.,  19b2). 
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No.  22486 


In  the 


United  States  Court  of  Appeals 


for  the  Ninth  Circuit 


John  F.  Burke, 
vs. 


Appellant, 


International  Brotherhood  of  Boilermakers, 
Iron  Shipbuilders,  Blacksmiths,  Forgers 
and  Helpers,  and  Local  No.  6  Thereof, 

Appellees. 


Appellees'  Brief 

On  Appeal  from  the  United  Sfafes  Disfrict  Court 
■for  the  Northern  District  of  California 


JURISDICTION 

This  is  an  appeal  from  a  judgment  for  the  Defendants 
entered  on  November  8,  1967  by  the  United  States  District 
Court  for  the  Northern  District  of  California  in  an  action 
brought  under  Section  102  of  Title  I  of  Landrum-Grififin, 
the  Labor  Management  Reporting  &  Disclosure  Act  of 
1959,  29  U.S.C.  412.  The  basis  of  jurisdiction  on  appeal 
has  not  been  indicated  by  appellant. 

In  the  Court  below,  the  Court  found  that  violations  of 
29  U.S.C.  411  (a)  (2)  and  (a)  (5)  were  alleged,  which  if  true 
the  court  would  have  had  jurisdiction  to  remedy  under 
Section  412.  (Judgment,  C.T.  p.  466,  L.  30  per  p.  468,  L.  16)^ 
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1.     Appellees  will  follow  Appellants  designation  of  the  record  as 
"C.T."  for  Clerk's  Transcript  and  "E.T."  for  Reporter's  Transci'ipt. 


2 
STATEMENT  OF  THE  CASE 

Appellant  John  J.  Burke  was  charged  in  writing  with 
having  violated  certain  sections  of  the  Union  Constitution 
when  he,  without  authority  and  by  positive  misrepresenta- 
tions, stole  and  temporarily  refused  to  return  all  the  copies 
of  the  Pacific  Coast  Shipyard  Master  Agreement  (Plain- 
tiff's Exhibit  16).  He  was  tried  upon  this  charge,  and  none 
other  (the  transcript  of  the  Liternational  Trial  Panel  is 
Plaintiff's  Exhibit  21) ;  he  was  found  guilty  and  expelled 
from  membership. 

In  the  District  Court,^  Appellant  urged  that  the  union 
proceedings  were  but  a  matter  of  form  and  that  he  was  in 
fact  "gotten"  for  other  things.  Specifically,  he  relied  on 
evidence  of  friction  between  himself  and  one  of  the  Inter- 
national's vice  presidents,  James  Precht,  and  his  opposi- 
tion to  certain  Union  positions.  The  Lower  Court  found 
that  the  Union's  findings  were  supported  by  evidence  and 
that  there  was  no  proof  that  the  Trial  Panel  or  Executive 
Council  knew  of  these  matters,  or  more  importantly,  acted 
upon  any  such  knowledge  with  bias  and  improper  motives. 
(Judgment,  C.T.  p.  466). 

Although  there  is  no  specification  of  errors  in  Appel- 
lant's  opening  brief,   it  is   clear  that  Appellant   seeks   a 

2.  Appellant  first  brought  suit  for  reinstatement  in  the  Califor- 
nia Superior  Coi;rt.  On  a  hearing  for  a  preliminary  injunction,  the 
State  court  ordered  him  reinstated  pending  trial  but  without  the 
ability  to  run  for  union  office  in  an  approaching  election.  In  an 
attempt  to  get  relief  from  this  disability  appellant  sought  injunc- 
tive relief  in  the  Federal  District  Court,  which  denied  the  relief  but 
with  leave  to  amend  to  try  the  correctness  of  the  expulsion  under 
Section  101  (a)(2)  and  (5)  of  Title  I.  Upon  being  advised  by 
proper  motion  tliat  appellant  was  seeking  the  same  relief  in  the 
Federal  Court,  the  State  court  vacated  the  preliminary  injunction 
and  the  case  proceeded  before  the  federal  court.  Footnote  2,  p.  3 
of  Appelhmt's  Brief  suggests  the  State  court,  contrary  to  the  federal 
coui't,  originally  returned  appellant  to  membership  on  a  permanent 
basis;  such  is  not  the  case. 


general  review  of  these  findings  of  the  lower  court.  It  is 
Appellees'  jjosition  that  this  is  thus  largely  a  factual  ap- 
peal and  that  the  lower  court  after  two  weeks  of  having 
heard  nearly  every  dispute  large  and  small  within  the 
local  union  and  between  the  jjersonalities,  and  after  having 
heard  and  observed  both  the  charging  party,  Mr.  Precht, 
and  Mr.  Burke,  cannot  be  said  to  have  made  findings  which 
are  clearly  erroneous.  Kule  52(a)  F.R.C.P. 

STATEMENT  OF  FACTS 

After  Appellant  was  charged  for  having  taken  the  agree- 
ments, the  International  President  advised  the  Appellant 
that  the  International  Union  was  taking  jurisdiction  under 
Section  3(b)  of  the  International  Constitution  (Plaintiffs' 
Exhibit  17). 

An  informal  hearing  was  held  pursuant  to  notice  and  the 
International  Constitution  (Defendants'  Exhibit  A).  Sec- 
tion 2(b)  of  Article  XVII  mandates  a  sincere  effort  to 
settle  the  matter  but  does  not  mandate  the  charging  party 
to  settle. 

According  to  the  testimony  of  Burke's  counsel,  Mr.  Cum- 
mings,  the  meeting  was  held  in  a  private  room  without 
notes  or  tapes ;  present  for  the  International  besides  Precht, 
were  International  Vice  President  Wlian  and  the  Inter- 
national President,  Mr.  Berg,  (R.T.  p.  384,  L.  7  per  p.  386, 
L.  12).  President  Berg  explained  to  Mr.  Burke  and  Mr. 
Cummings  that  the  informal  conference  was  pursuant  to 
a  new  article  placed  in  the  constitution  at  the  last  conven- 
tion and  that  as  a  result  in  some,  and  perhaps  many,  of 
these  cases,  the  charges  had  been  resolved  to  the  satis- 
faction of  the  parties  involved.  Cummings  stated  he  thought 
it  was  a  good  idea  (R.T.  p.  386,  L.  21  per  p.  387,  L.  10) 
Burke  had  clearly  expressed  his  agreement  (R.T.  Suppl., 
p.  93,  L.  19  per  p.  94,  L.  1;  Plaintiff's  Exliibit  20). 
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Mr.  Burke  took  part  freely  and  fully.  On  more  than  one 
occasion  after  Mr.  Burke  had  expressed  himself,  Interna- 
tional President  Berg  asked  the  charging  party,  Mr.  Precht, 
whether  he  had  heard  anything  which  would  lead  him  to 
consider  withdrawal  of  the  charges.  The  charging  party 
was  not  persuaded  to  withdraw  the  charges  (R.T.  p.  388, 
L.  8  per  390,  L.  20;  R.T.  p.  850,  L.  10-17). 

At  the  Union  trial  full  oijportunity  was  given  for  plain- 
tiff to  cross-examine  and  present  evidence.  Precht  acted 
as  the  prosecutor;  indeed  he  lost  on  the  majority  of  the 
objections  he  made  during  the  course  of  the  trial.  Besides 
Precht,  Patton  and  Stender  are  the  only  International 
officials  alleged  to  have  had  an  "animus"  against  Burke 
(Answer  to  Defendants'  Interrogatory  No.  48  C.T.  p.  116, 
p.  140).  Stender  resigned  any  role  in  the  proceedings 
(Defendants'  Exhibits  E  and  F).  There  are  no  facts  even 
alleged  to  show  that  any  of  these  three  wrongfully  took 
any  part  or  in  any  way  influenced  the  jiroceedings,  the 
findings  or  recommendation  of  the  Trial  Panel,  or  the  sub- 
sequent action  of  the  Executive  Council. 

The  Report  made  by  the  International  Trial  Panel  con- 
sisted in  a  full  and  accurate  summarization  of  the  evidence 
and  positions  taken  by  both  sides.  The  Panel  found  that 
Burke  as  an  appointed  representative  and  a  member  of 
some  17  years  standing  should  have  been  aware  that  his 
activity  was  contrary  to  the  constitution  and  he  should  be 
prepared  to  accept  the  responsibility  for  his  action.  The 
Panel  recommended  a  finding  of  guilty  on  all  charges.  It 
specifically  considered  Burke's  motivation  but  found  no 
mitigation  therein  (Plaintiff's  Exhibit  9?^) 

The  Union  Trial  Panel's  report  was  then  referred  along 
with  co]iies  of  the  trial  transcript  to  each  member  of  the 
Executive  Council  (except  for  Preclit,  tlie  charging  party, 


and  Stender  who  had  been  involved  in  the  negotiation  of  the 
Master  Shipyard  contract  and  who  had  disc(ualified  him- 
self) for  their  review  and  vote  by  mail  ballot.  (Plaintiff's 
Exhibit  23).  The  charging  jiarty,  Mr.  Preeht,  testified  with- 
out contradiction,  that  lie  had  had  nothing  further  to  do 
with  the  matter  after  the  Union  trial  (R.T.  p.  851-852). 

The  evidence  before  the  Trial  Panel  showed  that  Ernest 
Rae,  the  owner  of  the  Dolores  Press,  surrendered  all  of 
the  copies  of  the  master  collective  bargaining  agreement 
for  the  entire  marine  industry  to  Burke  upon  Burke's  spe- 
cific misrepresentation  that  he  was  authorized  to  pick  up 
the  agreements  (Plaintiff's  Exhibit  21,  p.  16).  There  was 
a  big  rush  to  get  the  agreements  out;  the  instructions  for 
mailing  were  already  given  {Id.  p.  16-17).  The  agreements 
were  kept  for  over  a  day;  criminal  proceedings  had  to  be 
initiated.  {Id.  p.  19) 

Mr.  Rotell  of  the  Pacific  Coast  Metal  Trades  Council  testi- 
fied as  to  the  importance  and  concern  for  the  agreements 
from  a  time  standpoint.  {Id.  p.  23-24).  He,  like  Rae,  made 
demands  on  Burke  to  return  the  agreements,  all  of  which 
were  ignored  {Id.,  p.  26-27).  The  agreements  are  those  of 
the  International  Unions  and  Local  Metal  Trades  Councils 
{Id.,  p.  29). 

Burke  did  not  deny  taking  the  agreements.  Rather  he 
testified  that  he  had  "no  qualms"  about  what  he  had  done 
{Id.,  p.  73,  L.  10),  that  it  was  the  type  of  thing  that  some- 
times has  to  be  done  in  the  labor  movement  to  bring  a  matter 
to  a  head,  without  moral  regard,  and  the  chips  would  have 
to  fall  wherever  they  may  {Id.,  p.  73,  77-78),  and  he  gener- 
ally would  do  it  again.  The  lower  court  found  sufficient  evi- 
dence to  justify  the  union's  findings  and  penalty. 
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6 
OPPOSITION  TO  STATEMENT  OF  ISSUES 

1.  The  lower  court  had  the  jurisdiction  to  take  the 
action  which  it  did. 

2.  Appellant  was  not  deprived  of  the  rights  of  speech 
and  assembly  within  the  Union  guaranteed  to  him  by  29 
U.S.C.  411  (a)(1)  and  (2). 

3.  Ai)pellant  was  not  denied  the  safeguards  against  im- 
proi)er  disciplinary  action  guaranteed  to  him  by  29  U.S.C. 
411  (a)(5). 

ARGUMENT 

I.  The  Lower  Court  Had  the  Jurisdiction  to  Take  the  Action 
Which  It  Did. 

Section  412  of  Title  29  gives  the  federal  court  jurisdic- 
tion to  remedy  violations  of  29  U.S.C.  411.  The  lower  court 
found  no  violations  of  Section  411  and  properly  granted 
judgment  for  defendants. 

II.  The  Appellant  Was  Not  Deprived  of  the  Rights  Guaranteed 
to  Him  by  29  U.S.C.  411    (a)(1)  and  (2). 

Appellees  recognize  that  the  Act,  and  especially  Section 
411  (a)(1)  and  (2)  were 

"designed  to  protect  the  rights  of  union  members  to 
discuss  freely  and  criticize  the  management  of  their 
unions  and  the  conduct  of  their  officers." 

Salzliandler  v.  Caputo,  316  F.  2d  445,  448  (C.A.  2, 
1963). 

The  real  question  is  whether  there  is  sufficient  evidence 
to  support  appellant's  conclusionary  statements,  such  as, 
"It  is  clear  that  the  International  seized  upon  the  incident 
[the  taking  of  the  agreements]  as  an  opportunity  to  settle 
scores  with  Burke  for  his  consistent  opposition  to  its  poli- 
cies of  subjugating  Local  6  to  its  will.  Such  a  reading  of 
the  record  is  the  only  one  that  will  'wash'."  (Appellee's 


Opening  Brief,  p.  14,  L.  9).  Appellant  indeed  states  that 
the  lower  court  was  in  error  when  it  found  that  neither  the 
Trial  Panel  nor  the  Executive  Council  were  aware  of  or 
took  into  account  "other  things"  besides  the  act  of  taking 
the  agreements.  Appellant's  attempt,  however,  to  challenge 
the  court's  finding  is  bereft  of  citations  to  specific  evidence 
and  merely  conclusionary. 

Appellant  states  that  the  "very  record  made  before  the 
Trial  Panel  (Exhibit  21)  is  rejjlete  with  evidence  that  Burke 
was  acting,  throughout,  contrary  to  the  position  of  the  In- 
ternational and  it  shows  that  it  was  this  'accumulation  of 
events'  that  led  to  the  charges"  (Brief,  p.  12,  L.  25  f.).  We 
are  not  told  where  in  the  94  pages  of  the  luiion  trial  tran- 
script such  evidence  of  other  events  is  present,  and  indeed  a 
reading  of  it  will  amply  reveal  that  he  was  fully  and  fairly 
tried  on  the  charge  that  he  took  the  agreements,  and  nothing 
else.  (cf.  also  report  of  Trial  Panel,  Plaintiff's  Exhibit  23). 
Indeed  Burke's  counsel  explicitly  denied  any  intent  to  ques- 
tion the  "integrity"  of  the  Trial  Panel  (Plaintiff's  Exhibit 
21,  p.  88,  L.  24  f.).  Whatever  personal  motivations  may  be 
assigned  to  the  charging  party,  Mr.  Preclit,  even  arguendo, 
appellant  points  to  no  evidence  tliat  these  motivations  were 
made  known  to  those  who  tried  Burke  or  that  they  figured 
in  the  decision  reached. 

Appellant  alleges  that  the  International  President  "took 
jurisdiction  away  from  the  local",  thus  betraying  a  lack  of 
objectivity.  (Brief,  p.  13,  L.  3).  There  is  no  explanation  of 
how  this  proves  that  appellant  was  in  fact  tried  for  other 
than  taking  the  agreements.  If  appellant  is  seeking  to  raise 
a  jurisdictional  question.  Section  3(a)  of  Article  XVII  of 
the  International's  Constitution  (Plaintiff's  Exhibit  1)  deals 
with  the  Local  Lodge's  jurisdiction  but  that  jurisdiction  is 
expressely  made  subject  to  Section  3(b)  by  which  Interna- 
tional jurisdiction  can  be  taken  "if  in  the  judgment  of  the 
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International  President  the  circumstances  warrant".  The 
member  is  as  much  a  member  of  the  International  as  of  the 
Local.  President  Berg  informed  Burke  in  writing  on  Novem- 
ber 1, 1965  that  the  International  was  assuming  jurisdiction 
under  Section  3(b).  The  appellant's  objection  was  preserved 
fully  on  the  union  trial  record  (Plaintiff's  Exhibit  21,  p. 
8-12).  Appellant  inquired  into  the  'Svarranting  circum- 
stances" through  discovery.  International  Union's  Answers 
to  Interrogatories  Nos.  11,  12,  13,  and  14  filed  June  8,  1966. 

Finally,  Appellant  states  that  all  the  minutes  of  the  Local 
which  included  motions  made,  and  positions  taken  by  Burke 
in  opposition  to  the  International  were  forwarded  to  the 
''International"  and,  "one  may  fairly  infer",  were  known 
to  the  International  "hierarchy".  Appellant  also  refers  to 
Burke's  support  of  a  former  political  opponent  of  Precht. 
Brief,  p.  13,  L.  14  f).  We  are  not  told  which  minutes, 
motions,  positions  or  support;  the  record  evidence  is  that 
the  minutes  were  regularly  sent  to  regional  vice-president 
PrecM  (R.T.  p.  868,  890,  916,  919,  920-921,  933) ;  and  even 
if  arguendo,  any  such  support  or  "positions"  were  known  to 
the  "hierarchy",  appellant  can  point  apparently  to  no  evi- 
dence that  the  Trial  Panel  and  Executive  Council  in  fact 
acted  on  such  knowledge  or  acted  out  of  bias  or  other  im- 
proper motives. 

Appellant  simply  cannot  supply  the  evidentiary  bridge 
between  speculation  and  proof.  Indeed,  he  was  charged,  tried 
and  convicted  on  the  basis  of  having  taken  the  agreements. 
The  lower  court  concluded  that  the  union's  findings  were 
sufficiently  supported  by  the  evidence  (Judgment,  C.T.  p. 
466).  Burke  admits  he  did  what  he  was  charged  with  doing. 
Immediately  there  is  therefore  some  evidence,  and  the  scope 
of  review  is  satisfied.  Vars  v.  Boilermakers,  215  F.  Supp. 
943,  47  L.C.  Para.  18242  (D.C.  Conn..  1963),  aff'd  320  F.  2d 
576,  47  L.C.  Para.  18,334  (C.A.  2, 1963) ;  Parks  v.  I.B.E.W., 


203  F.  Supp.  288,  44  L.C.  Para.  17,54G  (D.C.  Md.,  1902), 
rev'd  314  F.  2d  886,  4G  L.C.  Para.  18,073  (C.A.  4,  1963), 
cert.  den.  372  U.S.  976  (1963) ;  Rosen  v.  the  District  Council 
No.  9, 198  F.  Snpp.  46,  43  L.C.  Para.  17,074  ( S.D.N. Y.,  1961) ; 
Phillips  V.  Teamsters  Etc.  Local  560,  209  F.  Supp.  768,  46 
L.C.  Para.  18,016  (D.C.N. J.,  1962).  State  law,  the  precursor 
of  the  L.M.R.D.A.,  is  in  accord:  Madden  v.  Atkins,  4  N.Y. 
2d  283,  151  N.E.  2d  73,  34  L.C.  Para.  71,491  (1958) ;  Fitti- 
paldi  V.  Legassie,  7  App.  Div.  2d  521,  37  L.C.  Para.  65,552 
(N.Y.,  1959) ;  Bush  v.  the  International  Alliance,  55  Cal. 
App.  2d  357  (1942). 

The  trial  below  bore  out  that  the  charge  (Plaintiff's  Ex- 
hibit 16)  and  findings  (Plaintiff's  Exhibit  23)  were  sup- 
ported by  evidence.  Burke  was  a  member  who  by  his  own 
testimony  was  looked  to  for  leadershi^D  (R.T.  p.  278  f.).  He 
dishonestly,  unlawfully  and  dishonorably  misused  his  re- 
sponsible position  to  misappropriate  union  agreements 
which  were  signed  and  paid  for  by  the  International,  the 
International  which  was  the  biggest  and  most  directly  in- 
volved Union  in  the  Pacific  Coast  Metal  Trades  Council 
(R.T.  p.  949).  He  did  not  give  the  International  an  oppor- 
tunity to  respond  to  the  legal  analysis  of  attorney  Glad- 
stein  (Plaintiff's  Exhibit  15)  which  had  only  been  mailed 
on  October  7,  1965.  He  actually  planned  and  consulted  with 
another  before  taking  the  agreements  (R.T.  Suppl.,  p.  63, 
L.  17-19;  p.  69,  L.  8  per  p.  70,  L.  7).  He  just  left  them  in  a 
car  overnight  (R.T.  p.  473,  L.  18) ;  and  he  steadfastly  kept 
them  even  when  faced  with  a  threat  of  criminal  action 
(Plaintiff's  Exhibit  21,  p.  18,  L.  19).  When  they  Avere  finally 
returned  which  was  only  after  criminal  proceedings  were 
initiated,  the  printer  had  to  spend  two  days  reproofing,  and 
they  were  delayed  at  least  that  long  in  being  mailed  (R.T. 
p.  335,  L.  18  per  p.  336,  L.  7;  p.  324,  L.  10).  Burke  told  the 
Trial  Panel  he  had  "no  qualms"  about  what  he  had  done 
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(Plaintiff's  Exhibit  21,  p.  73,  L.  10).  It  cannot  be  seriously 
contended  that  this  was  conduct  consistent  with  the  duties, 
obligations  and  fealty  of  a  member  or  a  responsible  act 
toward  the  institution  any  more  than  it  was  an  exercise  of 
"free  speech"  under  Section  411  (a)(1)  or  (2). 

III.    The  Appellant  Was  Not  Denied  the  Rights  Guaranteed  to  Him 
by  29  U.S.C.  41 1  (a)(5). 

Section  411  (a)(5)  mandates  (A)  written  specific  charges, 
(B)  a  reasonable  time  to  prepare  a  defense,  and  (C)  a  full 
and  fair  hearing.  On  appeal  we  understand  appellant  to  be 
Ihniting  himself  to  (C)  alone. 

AVliile  a  full  and  fair  hearing  has  to  do  with  those  rudi- 
mentary rights  of  fair  play  inherent  in  any  hearing  or,  as 
Appellant  puts  it,  a  hearing  which  comports  with  minimal 
standards  of  due  process  and  a  hearing  by  an  unbiased  and 
disinterested  tribunal,  the  lower  court  did  not  find  a  denial 
of  such  rights. 

The  appellant  relies  again  on  its  allegation  that  the  whole 
trial  was  but  a  "pretext"  for  a  trial  on  an  accumulation  of 
other  events  (Brief,  p.  16).  Appellees  would  make  the  same 
response  as  heretofore  made  in  this  Brief :  there  is  no  evi- 
dence to  support  Appellant's  conclusions. 

The  Appellant  also  relies  on  the  cover  letter  of  January 
4,  1966  by  which  President  Berg  referred  the  panel  report 
(Plaintiff's  Exhibit  23)  and  individual  copies  of  the  union 
trial  transcript  (Plaintiff's  Exhibit  21)  to  each  member  of 
the  International  Executive  Council  (except  Precht  &  Sten- 
der)  for  review  and  voting  by  mail  ballot.  This  letter  is 
Defendants'  Exhibit  H.  Appellant  contended  below,  and 
contends  here,  that  the  letter  was  in  effect  an  "order"  for 
a  directed  verdict.  Appellees  submit,  as  they  did  below, 
that  all  the  trial  court  had  to  do  was  read  the  full  letter. 
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The  court  did  so  (Judgment,  C.T.  p.  475  f.),  and  its  read- 
ing of  the  plain  language  of  the  letter  is  not  clearly  erro- 
neous. 

In  the  letter,  President  Berg  stated  he  was  in  full  accord 
with  the  Panel's  findings.  The  International  President  is  a 
member  of  the  Executive  Council  and  thereby  entitled  to 
indicate  his  ]:)oint  of  view  as  fully  as  any  other  Council  mem- 
ber (Plaintiff's  Exhibit  1,  Article  V,  Section  If.).  He  asked 
the  members  to  review  the  record  "very  carefully".  He  ex- 
plained what  a  "yes"  vote  would  mean  and  cautioned  that 
this  would  be  expulsion.  He  explained  what  a  "no"  vote 
would  mean,  and  told  the  members  that  any  other  vote  be- 
sides "yes"  or  "no"  would  have  to  be  fully  explained. 

The  tenor  of  Appellant's  argument  suggests  that  there 
is  something  inherently  unlawfid  or  suspicious  about  a 
union  trial.  It  is  a  mere  suggestion  without  foundation  in 
the  record.  The  mere  fact  that  Appellant's  accuser  was  an 
influential  union  official  does  not  support  a  holding  that 
Plaintiff  was  denied  a  fair  hearing.  Cornelio  v.  Metropoli- 
tan District  Council  Etc.,  243  F.  Supp.  126  (E.D.  Pa.,  1965), 
aff'd  358  F.2d  728  (C.A.  3,  1966).  There  is  nothing  in  the 
legislative  history  of  the  Act  to  justify  such  a  suggestion. 
Indeed  Section  101(7)  of  S.  1137  by  Senator  McClellan, 
as  referred,  had  originally  called  for  not  only  a  full  and 
fair  hearing  but  also  a  "final  review  on  a  written  transcript 
of  the  hearing,  by  an  impartial  person  or  persons.  .  .  ." 
105  Daily  Cong.  Rec.  2237,  February  19,  1959,  I  Legls.  His- 
tory of  the  LM.R.B.A.  of  1959,  at  p.  270.  The  Senator 
offered  the  same  language  as  an  amendment  to  S.  1555, 
as  part  of  the  Bill  of  Rights  amendment,  Title  I.  105  Daily 
Cong.  Rec.  5810,  II  Legis.  History,  supra,  at  p.  1102.  Con- 
gress did  not  in  fact  adopt  the  idea  of  review  boards  re- 
taining original  responsibility  in  the  hands  of  the  labor 
organization. 
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The  Court  below  found  that  one  of  the  union's  findings, 
viz.  that  the  charged  act  violated  Section  1(e)  of  Article 
XWI  of  the  International's  Constitution  was  not  supported 
by  any  evidence  (Judgment,  C.T.  p.  471-472).  Appellant 
now  wants  the  case  sent  back  for  at  least  reassessment 
of  the  penalty  in  light  of  that  finding. 

While  Appellees  do  not  agree  with  the  lower  court's  de- 
termination respecting  Section  1(e),  Appellees  do  agree 
that  it  makes  no  difference.  Appellant  was  charged  with 
taking  the  agreements  in  violation  of  certain  enumerated 
Sections  of  the  Constitution  (Plaintiff's  Exhibit  16).  The^ 
fact  that  the  charge  is  not  found  to  be  a  violation  of  one  of; 
the  enumerated  subsections  does  not  affect  the  intrinsic 
validity  of  the  charge  itself.  Indeed  the  lower  court  specifi- 
cally found  that  the  violations  of  the  other  provisions  of 
the  Constitution  fully  justified  the  penalty  imposed.  (Judg- 
ment, C.T.  p.  472).  Moreover,  if  there  is  evidence  to  sup- 
port the  findings  of  the  union,  the  court  has  no  jurisdiction 
under  the  Act  simply  to  "reweigh"  the  penalty.  "While  Ap- 
pellant has  not  given  us  any  citations,  Appellant's  con- 
tention confuses  another  fact  situation  where  one  or  two 
of  many  different  acts  charged  are  found  to  be  without  sup- 
port in  the  evidence  or  contrary  to  law;  that  is  not  this  case. 
Compare  Graham  v.  Soloner,  220  F.  Supp.  711  (D.C.  Pa., 
1963). 

CONCLUSION 

The  findings  of  the  lower  court  are  not  clearly  erroneous 
and  the  judgment  below  should  be  affirmed. 

Dated:  November  14,  1968 

Lav/  Offices  of  Ch.vbles  P.  Scully 

Charles  P.  Scully 

Donald  C.  Carroll 

John  J.  Blake 

By    Donald  C.  Carroll 
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UNITED  STATES  COURT  OF  APPEALS 
FOR  THE  NINTH  CIRCUIT 
JOHN  F.  BURKE, 

Appellant,  )  NO.  22486 

-vs- 


APPELLANT'S  OPENING  BRIEF 


INTERNATIONAL  BROTHERHOOD 

OF  BOILERMAKERS,  etc.,  et  al.. 

Appellees . 


This  is  an  appeal  from  a  judgment  for  the  defendants 
entered  by  the  United  States  District  Court  for  the  Northern 
District  of  California  in  a  suit  in  which  plaintiff  (appellant 
here)  challenged  the  action  of  the  defendant  unions  in  pre- 
venting him  from  running  for  office  and  in  expelling  him  from 
membership  therein,  as  contrary  to  the  provisions  of  Sub- 
chapter 2  (Bill  of  Rights  of  Members  of  Labor  Organizations) 
of  the  Labor-Management  Reporting  and  Disclosure  Act  of  1959, 
29  U.S.O.A.  401,  et  seq. 

STATEMENT  OF  ISSUES  PRESENTED  FOR  REVIEW 

(1)  Did  the  District  Court  have  Jurisdiction  to  review  the 
actions  of  the  defendant  unions? 
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(2)  Was  plaintiff  deprived  of  the  rights  of  speech  and 
assembly  within  the  unions  guaranteed  to  him  by  29  U.S.C.A.  411 
(a)(1)  and  (2)? 

(3)  Was  plaintiff  denied  the  safeguards  against  improper 
disciplinary  action  guaranteed  to  him  by  29  U.S.C.A.  411(a)(5)? 

STATUTES  INVOLVED 

Section  101  of  the  Labor-Management  Reporting  and  Disclosui 

Act  of  1959  (29  U.S.C.A.  Mil)  reads  in  pertinent  part  as  followls 

"(a)(1)  Equal  rights.  —  Every  member  of  a  labor 
organization  shall  have  equal  rights  and  privileges 
within  such  organization  to  nominate  candidates,  to  vote 
in  elections  or  referendums  of  the  labor' organization, 
to  attend  membership  meetings,  and  to  participate  in 
the  deliberations  and  voting  upon  the  business  of  such 
meetings,  subject  to  reasonable  rules  and  regulations 
in  such  organization's  constitution  and  bylaws." 
(29  U.S.C.A.  4ll[a][l]) 

"(2)  Freedom  of  speech  and  assembly.  —  Every  mem- 
ber of  any  labor  organization  shall  have  the  right  to 
meet  and  assemble  freely  with  other  members;  and  to  ex- 
press any  views,  arguments,  or  opinions;  and  to  express 
at  meetings  of  the  labor  organization  his  views,  upon 
candidates  in  an  election  of  the  labor  organization  or 
upon  any  business  properly  before  the  meeting,  subject 
to  the  organization's  established  and  reasonable  rules 
pertaining  to  the  conduct  of  meetings:   PROVIDED,  That 
nothing  herein  shall  be  construed  to  impair  the  right 
of  a  labor  organization  to  adopt  and  enforce  reasonable 
rules  as  to  the  responsibility  of  every  member  toward 
the  organization  as  an  institution  and  to  his  refrain- 
ing from  conduct  that  would  interfere  with  its  perform- 
ance of  its  legal  or  contractual  obligations."  (29 
U.S.C.A.  4ll[a][2]) 

"(5)  Safeguards  against  improper  disciplinary 
action.  —  No  member  of  any  labor  organization  may  be 
fined,  suspended,  expelled,  or  otherwise  disciplined 
except  for  nonpayment  of  dues  by  such  organization  or 
by  any  officer  thereof  unless  such  member  has  been 
(A)  served  with  written  specific  charges;  (B)  given  a 
reasonable  time  to  prepare  his  defense;  (C)  afforded 
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a  full  and  fair  hearing."   (29  U.S.C.A.  Mll[a][5]) 

"^12.  Civil  action  for  infringement  of  rights; 
Jurisdiction.   Any  person  whose  rights  secured  by  the 
provisions  of  this  subchapter  have  been  infringed  by 
any  violation  of  this  subchapter  may  bring  a  civil 
action  in  a  district  court  of  the  United  States  for  such 
relief  (including  injunctions)  as  may  be  appropriate. 
Any  such  action  against  a  labor  organization  shall  be 
brought  in  the  district  court  of  the  United  States  for 
the  district  where  the  alleged  violation  occurred,  or 
where  the  principal  office  of  such  labor  organization 
is  located. "(29  U.S.C.A.  412) 

STATEMENT  OF  THE  CASE 

The  action  was  instituted  in  the  court  below  on  April  27, 

!_/ 
1966  (CT  1),   by  the  filing  of  a  complaint  for  injunctive  reli^l 

The  complaint  alleged  that  in  violation  of  the  right  guar- 
anteed to  him  by  the  aforesaid  statutes  plaintiff  had  been 
wrongfully  refused  permission  to  run  for  union  office  and 
prayed  for  an  order  directing  that  he  be  permitted  to  run  for 
office.   Later,  by  a  supplemental  complaint  (CT  70),  plaintiff 

raised  the  question  of  his  expulsion  from  nembership  and  prayed 

2_/ 
that  he  be  reinstated  therein. 

An  answer  was  filed  to  the  complaint  (CT  7)  and  responses 

1  /  The  transcript  of  record  consists  of  the  clerk's  record  on 

appeal  (herein  as  "CT"),  the  reporter's  transcription  of 
the  testimony  taken  at  the  trial  below  (cited  herein  as  "RT"). 

2  /  Plaintiff  had  been  "indefinitely  suspended"  from  membership 

on  January  12,  1966  (CT  13).   He  had  brought  suit  in  the 
courts  of  California  as  a  result  of  which  he  was  ordered  rein- 
stated to  membership  but  he  was  not  given  the  right  to  run  for 
union  office  (CT  28-29).  It  was  to  vindicate  the  latter  right 
that  he  initially  filed  the  suit  below.   When  it  was  brought  t\) 
the  state  court's  attention  that  this  federal  suit  had  been 
filed,  the  state  court  judge  vacated  his  order  for  even  the 
limited  relief  he  had  previously  granted,  and,  by  the  supple- 
mental pleading  here,  plaintiff  raised  also  the  question  of  hi 
expulsion  from  membership. 
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3  / 
were  filed  to  the  orders  to  show  cause  (CT  47TT 

Thereafter  extensive  discovery  proceedings  were  undertaken 

on  both  sides.   Indeed,  much  of  the  clerk's  transcript  consists 

of  evidence  developed  this  way.   Trial  was  had  at  which  both 

oral  and  documentary  testimony  was  adduced:   the  reporter's 

transcript  runs  to  about  1100  pages.   After  the  submission  of 

the  matter,  a  judgment  was  entered  for  the  defendants  (CT  462), 

and  a  timely  notice  of  appeal  to  this  Court  was  filed  (CT  521). 

STATEMENT  OF  THE  FACTS 

John  Burke,  now  In  his  middle  forties,  had  been  a  member 
of  the  Boilermakers  Union  since  his  late  teens.   During  the 
course  of  a  quarter  of  a  century  he  became  active  in  the  af- 
fairs of  the  union  and  remained  in  it  throughout,  except  for  a 
period  during  and  following  World  War  II,  when  he  served  in  the 
Merchant  Marine  and  was  a  member  of  the  Sailors'  Union.   Be- 
ginning in  1950,  his  activity  in  San  Francisco  Local  6  of  the 
Boilermakers'  Union  Increased:   he  participated  in  committee 
work;  he  was  elected  as  a  delegate  to  various  conventions  and 
conferences;  he  became  a  union  negotiator  in  collective  bar- 
gaining meetings  with  employers;  he  ran  for  union  office.   In 
1963  he  was  appointed  Assistant  Business  Manager  of  Local  6,  a 


3  /  Another  action  had  also  been  filed  in  the  District  Court  by 

certain  members  of  defendant  unions  claiming  that  their 
rights  to  nominate  and  vote  for  plaintiff  herein  had  been  in- 
fringed by  the  action  of  defendants.   That  proceeding,  however, 
is  not  now  before  this  Court. 
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position  which  he  held  until  the  expulsion  which  is  the  subject 
matter  of  this  action  (RT  277-290). 

During  the  years  of  his  activities  in  the  union,  plaintiff 
was  one  of  the  leaders  of  a  group  of  men  in  the  local  who  were 
attempting  to  keep  it  free  from  the  control  and  domination  of 
the  International,  headquartered  at  Kansas  City,  and  in  the 
last  few  years  this  situation  led  to  a  substantial  degree  of 
hostility  between  plaintiff  and  the  leaders  of  the  International 
Union. 

In  the  trial  judge's  opinion  appears  what  he  calls  a 
"vignette"  depicting  the  "considerable  friction"  between  ap- 
pellant and  International  Vice-President  Precht  (CT  413). 
This  includes  opposition  between  appellant  and  the  Internationa 
on  at  least  these  specific  issues:   whether  the  books  of  the 
local  were  to  remain  open  or  closed;  whether  a  local  committee 
should  determine  who  would  get  high-paying  Jobs;  whether  a 
credit  union  could  function  in  the  local  union  hall;  whether 
the  local  should  subscribe  to  a  labor  newspaper  for  its  mem- 
bers; and,  perhaps  most  important  of  all,  whether  the  local 
should  remain  independent  and  autonomous  or  be  placed  under  a 
trusteeship  to  be  administered  by  Precht. 


4_/  Technically  the  recommendation  of  the  union  trial  panel  was 
that  Burke  be  "suspended  from  membersh^  in  the  Internationa 
Brotherhood  and  from  all  rights  and  privileges  pertaining  there 
to"  (CT  269).  As  the  International  President  observed  when  for- 
warding this  recommendation  to  the  Executive  Council  with  his 
"full  accord",  this  was  "in  effect  expulsion  of  John  J.  Burke 
from  the  International  Brotherhood"  (EX.  H;  CT  475). 
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The  trial  Judge  implicitly  acknowledged  that  these  matters 
were  not  unimportant  in  determining  whether,  in  the  ensuing  unlc 
proceedings,  Burke  received  the  protections,  both  substantive  ar 
procedural,  to  which  he  was  entitled  under  the  provisions  of  the 
federal  statute,  but  he  erroneously  concluded  that  no  persons 
other  than  Precht  were  involved,  or  that  the  trial  panel  or 
Executive  Council  took  these  matters  into  account. 

The  evidence,  however,  shows  that  Berg,  the  International 
President,  was  well  aware  of  Burke's  opposition  to  the  Inter- 
national's and  Berg's  position  on  most  of  these  issues;  and  that 
Burke  was  an  outspoken  opponent  of  the  International's  trustee- 
ship scheme.   All  minutes  of  the  local  —  which  contain  the 
record  of  Burke's  activities  —  were  sent  to  the  International. 
Berg  was  present  at  an  informal  meeting  prior  to  the  formal 
hearing  against  Burke  at  which  Precht  stated  that  the  real  basis 
for  the  proceeding  against  Burke  was  not  the  ostensible  basis 
of  the  charges  against  him  (his  brief  removal  of  the  contracts), 
but  was  "an  accumulation  of  events  that  had  transpired  involving 
Brother  Burke  as  a  representative  of  Local  6"  (Ex.  21,  page  93) 
Berg,  the  chief  executive  officer  of  the  International,  further- 
more told  each  member  of  the  Executive  Council,  the  final  judges 
in  this  case,  that  he  was  "in  full  accord"  with  the  recommenda- 
tion to  expel  plaintiff  (Ex.  H;  CT  475),  and  that  any  vote 
other  than  a  yes  or  no  —  i.e.,  a  vote  to  mitigate  the  penalty 
or  grant  leniency  —  "will  have  to  be  fully  explained"  (ibid). 
It  is  not  surprising  therefore  that  the  Executive  Council  voted 


to  expel  Burke. 

The  immediate  background  leading  to  Burke's  expulsion  was 
this.   In  June  and  July  of  1965  negotiations  took  place  between 
the  employers  of  shipbuilders  and  ship  repairmen,  and  the 
Pacific  Coast  Metal  Trades  Council,  an  organization  consisting 
of  the  concerned  craft  unions,  one  of  which  was  Local  6  of  the 
Boilermakers  Union. 

In  prior  years  each  constituent  local,  irrespective  of  the 
number  of  men  affected,  had  one  vote.   So  that  a  local  of  100 
members  or  less  cast  a  vote  equal  to  that  of  a  local  like 
Number  6,  which  had  almost  2,500  members  (CT  I5O-I5I;  RT  206, 
979).   In  1963,  to  remedy  this  situation,  new  rules  were 
adopted  to  permit  a  "one  man  one  vote"  referendum  (CT  15O-I5I; 
RT  110,  207;  Ex.  3,  pp.  21-23).   The  proposed  1965  agreement, 
therefore,  was  to  be  submitted  to  the  men,  not  their  locals, 
for  their  acceptance  or  rejection. 

After  various  of  the  affiliated  locals  reported  acceptance 
rumors  of  substantial  irregularities  in  the  voting  procedures 
employed  by  some  of  the  locals  came  to  the  attention  of  Burke 
and  other  representatives  of  Local  6  —  which  had  voted  not  to 
accept  the  proposed  contract.   Burke  was  Instructed  by  his 
superior,  Edgar  Rainbow,  the  Business  Manager  of  Local  6,  to  Inf 
vestigate  these  rumors.   Substantiation  was  found  and  protests 
were  lodged  both  by  Rainbow  and  by  Burke  with  the  appropriate 
officers  of  the  Metal  Trades  Council  as  well  as  with  the  of- 
ficers of  the  AFL-CIO  and  the  Boilermakers  International.   All 
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^   this,  of  course,  came  to  the  attention  of  the  International 
and  President  Berg.   No  responses  were  ever  forthcoming  from 
the  Metal  Trades  Council  or  the  AFL-CIO. 

Burke  and  Rainbow  and  Local  6  retained  counsel  to  advise 
them  on  these  matters;  a  legal  analysis  was  made,  submitted  to 
the  local,  and  by  It  forwarded  to  the  Boilermakers  Internationa:. 
Union,  which,  after  the  events  at  bar  but  not  before,  ordered 
Local  6  to  cease  and  desist  from  further  pursuing  the  matter. 
Burke  immediately  obeyed  this  order. 

In  the  meantime,  however,  faced  with  the  prospect  of 
there  being  put  into  effect  a  three-year  contract  covering 
thousands  of  men,  and  in  the  face  of  evidence  that  the  contract 
had  never  been  properly  ratified,  and  having  had  no  response 
from  any  source  concerning  the  claims  of  fraudulent  reporting 
of  referendum  returns,  Burke,  acting  in  what   he  believed  to  be 
the  best  Interests  of  the  men  he  had  been  elected  to  repre- 
sent, went  to  the  office  of  the  printer  of  the  contracts  and 
removed  them  for  a  period  of  about  twenty-four  hours.   The 
court  below  found 

"John  Burke  felt,  at  the  time  of  the  taking  of  the 
contracts,  that  by  acquiring  possession  and  possibly 
delaying  or  interfering  with  the  final  signing  of  the 
agreement  that  he  could  precipitate  a  fruitful  in- 
vestigation of  the  rumored  irregularities.   He  thought 
he  was  acting  in  the  interests  of  the  membership  of 
Local  6."   (CT  463) 

Burke  returned  the  contracts  the  next  day.   Neither  his  im- 
mediate superior.  Rainbow  of  Local  6,  nor  any  other  Local  6 
representative  or  member,  nor  Thomas  Rotell  of  the  Metal  Trades 
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Council,  the  Individual  most  directly  concerned  with  the  con- 
tracts, nor  anyone  else  locally  saw  fit  to  pursue  the  matter 
further.   But  International  Vice-President  Precht  of  Denver, 
Colorado,  filed  charges  against  Burke.    Precht  specifically 
requested  that  those  charges  be  heard  by  the  International  Unlor 
rather  than  by  Local  6  (Ex.  21,  p.  8).   International  President 
Berg  promptly  complied  and  had  the  International,  rather  than 
the  local,  assume  jurisdiction  (ibid  3),  although  he  did  not 
state  what  were  the  circumstances  that  warranted  this  departure 
from  local  autonomy  in  this  case  (CT  67  [International 
Constitution,  Art.  XVII,  Section  3(b),  p.  73]),  and  although 
Local  6  was  fully  equipped  and  competent  to  handle  the  matter 
itself  (RT  158-159). 

The  Constitution  provided  that  before  a  formal  trial  took 
place  there  should  be  an  informal  conference  to  give  the  parties 
an  opportunity  to  resolve  the  matter  (CT  67  [International 
Constitution,  Art.  XVII,  Section  2(b),  p.  72]).   The  trial 
body  appointed  by  the  International  President,  consisting  of 
two  of  Precht 's  co-International  Vice-Presidents,  apparently 
realizing  that  Precht  was  not  about  to  let  Burke  "off  the  hook", 
set  the  trial  for  the  very  day  after  the  International  President 
had  scheduled  the  informal  conference. 


5  /  Precht  not  only  recommended,  over  Burke's  opposition,  that 

he  (Precht)  be  made  a  trustee  over  Local  6,  but  Precht 's  whc 
history  in  the  Boilermakers'  Union  shows  that  his  principal  fun( 
tion  Is  interfering  with  the  autonomous  operation  of  locals 
throughout  the  country  —  e.g.,  Denver,  Colorado  (RT  860);  Chicj 
Illinois  (RT  865);  Philadelphia,  Pennsylvania  and  Groton, 
Connecticut  (RT  865-866). 

-9- 


A 


Even  though  Burke  attempted  to  explain  why  he  had  tem- 
porarily taken  the  contracts,  Precht  was  not  to  be  dissuaded 
from  pressing  forward,  because,  as  he  stated.  In  the  presence 
of  International  President  Berg,  the  charges  "were  an  accumula- 
tion of  events  that  had  transpired  Involving  Brother  Burke". 

Burke's  objection  to  the  International's  assumption  of 
jurisdiction  (Ex.  21,  pp.  9-11),  was  overruled,  not  by  the  trla! 
panel,  but  by  the  International  President  (Ibid  12).     The 
trial  panel  acknowledged  that  It  could  not  "handle"  any  appeal 
from  the  International  President's  decision  on  Jurisdiction 
(Ibid  12)  —  so  much  for  the  Independence  of  the  trial  panel 
which  recommended  Burke's  suspension! 

At  the  hearing  the  trial  panel  heard  that  Burke  had  taken 
the  contracts  —  which  he  did  not  (and  does  not  now)   dispute. 
It  also  heard  him  and  others  explain  why.   In  Its  recommendatloi 
of  expulsion.  It  recognized  that  Burke  was  "motivated  by  a  de- 
sire to  bring  about  an  Investigation  and  correction  In  the 
procedure",  but  said  that  this  was  not  "acceptable"  to  It  (CT 
269).   It  said  that,  whether  or  not  Burke  was  "motivated  by  a 
desire  to  best  represent  the  membership  of  Local  Lodge  No.  6", 
was  not  the  question  before  It.   It  therefore  recommended  ex- 
pulsion; Its  recommendation  went  to  all  the  other  Vlce- 
Presidents   --  colleagues  of  Precht  --  with  the  "full" 


6  /  One  Vice-President,  Stender,  who  had  participated  in  the 

negotiations  for  the  contracts,  disqualified  himself  and 
Precht,  as  the  charging  party,  obviously  was  disqualified.   Sev! 
eral  of  the  Vice-Presidents  were  in  financial  debt  to  the 
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concurrence  of  the  International  President  and  with  an  ad- 
monition that  a  vote  In  mitigation  would  have  to  be  fully  ex- 
plained.  Burke  was  expelled.   This  litigation  follows. 


ARGUMENT 
I.  THE  DISTRICT  COURT  HAD  JURISDICTION  OF  THE  ACTION 

We  think  there  is  no  dispute  between  the  parties  that  the 
district  court  was  correct  (CT  466-^68)  in  asserting  Juris- 
diction here.   The  Bill  of  Rights  of  Members  of  Labor  Organi- 
zations (29  U.S.C.A.  401,  et  seq.,  supra,  p.  2)  specifically 
invests  a  district  court  with  jurisdiction  to  remedy  depriva- 
tions of  the  rights  it  guarantees.    Boilermakers  Union  v. 
Rafferty,  3^8  F.2d  307  (CA  9;1965);  Machinists  Union  v.  King, 
335  F.  2d  340  (CA  9;1964),  cert.  den.  379  U.S.  920  (1964); 
Salzhandler  v.  Caputo,  3l6  F.  2d  445  (CA  2;1963),  cert,  den. 
375  U.S.  946  (1963). 

Since  the  district  court  found  with  appellant  on  this 
point  and  since  we  do  not  understand  appellees  to  contest  the 
Jurisdiction  of  the  district  court,  we  shall  say  no  more  about 
the  matter  at  this  time. 


6  (continued)  /  International.   So  much  for  the  independence  of 

the  Executive  Council  which  ratified  Burke's 
expulsion  with  kncwLedge  that  the  President  was  in  "full  accord" 
therewith  and  that  a  vote  for  a  lesser  penalty  would  have  to  be 
"fully  explained". 
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II.  THE  EXPULSION  OP  APPELLANT  FROM  APPELLEE  UNIONS  WAS 

CONTRARY  TO  THE  PROVISIONS  OF  29  U.S.C.A.  411(a)(1)  AND  (2) 


29  U.S.C.A.  411(a)(1)  and  (2)  provide  in  substance  that 
a  member  of  a  labor  organization  shall  have  the  right  demo- 
cratically to  participate  in  the  life  of  the  union  and  shall 
suffer  no  discipline  as  a  result  thereof.   This  is  true  whether 
he  is  disciplined  in  his  status  as  a  "member"  (Salzhandler  v. 
Caputo,  supra,  or  in  his  status  as  an  "officer"  (Machinists 
Union  v.  King,  supra) . 

The  record,  summarized  above,  is  clear  that  appellant  was 
punished  as  the  result  of  "an  accumulation  of  events"  which 
brought  him  into  the  bad  graces  of  the  International.   Those 
events  we  have  recited  above;  they  add  up  to  the  fact  that 
appellant  was,  on  a  variety  of  issues,  in  opposition  to  the 
International  and  was  struggling  for  the  autonomy  of  Local  6 
and  for  the  democratic  rights  of  its  members.  ^ 

The  district  court  acknowledged  (CT  474)  that  "[h]ad  the 
panel  considered  Burke's  prior  record  of  opposition",  appellant 
would  be  able  to  assert  that  such  action  "deters  a  union  member 
right  to  free  speech  as  granted  by  Section  411(a)(2)".   But  it 
concluded,  erroneously  we  submit,  that  neither  the  panel  nor 
the  Executive  Council  "was  aware  of  it  or  took  it  into  account" 
(CT  473-474). 

With  respect,  we  submit  that  this  is  reading  the  record 
with  blinders  on.   For  example,  the  very  record  made  before  the 
trial  panel  (Exhibit  21)  is  replete  with  evidence  that  Burke 
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was  acting,  throughout,  contrary  to  the  position  of  the  Inter- 
national and  it  shows  that  it  was  this  "accumulation  of  events" 
that  led  to  the  charges.   Furthermore,  the  acquiescence  by  the 
International  President  in  the  suggestion  of  Precht  that  the 
International  take  jurisdiction  away  from  the  local,  the 
International's  President's  notification  to  Precht 's  co- 
Vlce-Presidents  that  he  was  in, "full  accord"  with  the  recom- 
mendations of  the  trial  panel,  his  requirement  that  a  vote  in 
mitigation  be  fully  explained  —  all  demonstrate  that  the  Inter 
national  hierarchy  (of  which  the  Executive  Council  was  an 
integral  part)  was  not  some  Olympian  Jove  sitting  in  objective 
judgment  on  Burke,  but  was  a  party  with  a  vital  Interest  in  the 
outcome  of  the  proceedings. 

Concerning  the  International's  prior  knowledge  of  Burke's 
consistent  opposition  to  its  policies,  it  is  necessary  to  re- 
call that  since  at  least  I963,  when  Precht  began  to  "supervise" 
the  affairs  of  Local  6  —  if  not  earlier  —  all  minutes  of  the 
local,  which  included  motions  made,  and  positions  taken,  by 
Burke  in  opposition  to  positions  advanced  by  the  International, 
were  forwarded  to  the  International,  and,  one  may  fairly  infer, 
were  therefore  known  to  the  International  hierarchy.   Burke's 
support  of  Cummings  in  the  latter' s  effort  to  unseat  Inter- 
national Vice-President  Precht  at  the  I965  Convention  of  the 
International  was  not  unknown  to  the  International  President 
or  the  International  Vice-Presidents  who  made  up  the  Executive 
Council  which  passed  Judgment  upon  Burke.   The  actions  of 
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such  a  "tribunal"  need  to  be  scrutinized  with  the  greatest  of 
care. 

Nor  should  the  district  Judge  have  ignored  the  fact  that 
the  Local  6  official.  Rainbow,  and  the  Metal  Trades  Council  of- 
ficial, Rotell,  most  directly  involved  with  the  contracts,  did 
not  deem  the  incident  sufficiently  significant  to  merit  the 
filing  of  charges  —  considering  the  brief  period  the  contracts 
were  out  of  the  possession  of  the  printer  and  the  unselfish 
motivation  of  Burke  in  taking  them.   It  is  clear  that  the  Inter 
national  seized  upon  the  incident  as  an  opportunity  to  settle 
scores  with  Burke  for  his  consistent  opposition  to  its  policies 
of  subjugating  Local  6  to  its  will.   Such  a  reading  of  the 
record  is  the  only  one  that  will  "wash".   The  implied  findings 
of  the  district  court  to  the  contrary  are  "clearly"  erroneous" 
(F.R.C.P.  52[a]),  and  should  not  be  sustained  by  this  Court. 
United  States  v.  Gypsum  Co.,  333  U.S.  364,  395  (19^5);  United 

States  V.  Ramos,  ^F.  2d ,  (9  Cir. ,  April  10,  I968;  rehearing 

denied  July  25,  1968,  No.  21824  slip  opinion  P. ). 

The  law  on  the  subject  is  clear. 


7  /  "But  the  union  is  not  a  political  unit  to  whose  dis- 
interested tribunals  [a  member]  can  look  for  an  impartial 
review  of  his  'crime'.  .  .The  Trial  Board  In  the  Instant  case 
consisted  of  union  officials  not  Judges."   Salzhandler  v. 
Caputo,  316  F.  2d  445,  450  (2  dr.,  1963),  certT"denT~3T5  U.S. 
9^6  (1963).  
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"The  [Labor  Management  Reporting  and  Disclosure] Act  of 
1959   was  designed  to  protect  the  rights  of  union  mem- 
bers to  discuss  freely  and  criticize  the  management 
of  their  unions  and  the  conduct  of  their  officers.   The 
legislative  history  and  the  extensive  hearings  which  pre- 
ceded the  enactment  of  the  statute  abundantly  evidence 
the  intention  of  the  Congress  to  prevent  union  officials 
from  using  their  disciplinary  powers  to  silence  criti- 
cism and  punish  those  who  dare  to  question  and  complain." 
(Salzhandler  v.  Caputo,  supra,  3l6  F.  2d  at  ^48) 

Salzhandler  v.  Caputo,  supra,  was  cited  with  approval  and  fol- 
lowed by  this  Court  in  Boilermakers  v.  Rafferty.  348  F.  2d  307, 
311-312(9  dr.,  1965). 


III..  THE  EXPULSION  OF  APPELLANT  FROM  APPELLEE  UNIONS  WAS  CON- 
TRARY  TO  THE  PROVISIONS  OF  29  U.S.C.A.  mi(a)(5) 

29  U.S.C.A.  411(a)(5)  provides  that  no  member  of  a  labor 
organization  may  be  suspended,  expelled  or  otherwise  dlscipllne(f 
unless  he  has  been  afforded  a  full  and  fair  hearing,  and  that 
any  provision  of  a  union's  constitution  or  by-laws  to  the  con- 
trary shall  be  of  no  force  and  effect. 

A  full  and  fair  hearing  means  a  hearing  which  comports 

with  minimal  standards  of  due  process  and  at  the  very  least 

means  a  hearing ty  an  unbiased  and  disinterested  tribunal. 

Carroll  v.  Local  802,  235  F.  Supp.  16,  (SD,NY;  1963).   See 

Summers,  LEGAL  LIMITATIONS  ON  UNION  DISCIPLINE,  64  Harvard  Law 

Review  1049,  at  1082: 

"The  organizational  structure  of  unions  is  wholly 
lacking  in  anything  equivalent  to  an  independent 
Judiciary.   On  the  contrary,  the  discipline  procedure 
tends  strongly  to  be  dominated  by  the  officers  and 
groups  in  power.   This  creates  the  greatest  single 
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danger  in  the  area  of  union  discipline  —  the  fre- 
quent lack  of  a  completely  unbiased  tribunal.   The 
courts  have  shown  some  awareness  of  this  and  have 
given  protection  against  any  discoverable  taint  of 
bias. 

Bias  may  take  the  flagrant  forms  of  judging  the 
case  before  it  is  heard,  or  deliberately  using  . 
discipline  as  a  device  to  eliminate  disliked  mem- 


bers.. . Bias  may  also  take  the  less  obvious  form 
of  combining  the  prosecuting  and  judicial  functions 
..."  (underlining  supplied). 

A  full  and  fair  hearing  means  that  the  charges  on  which 
the  discipline  is  ostensibly  based  were  not  merely  a  pretext  to 
get  rid  of  a  union  member  because  he  was  a  critic  of  the  union 'fe 
officers  and  their  policies.   Leonard  v.  M.I.T.  Employees*  Union 
225  F.  Supp.  937  (D.,Mass;  1964). 

Here  the  record  clearly  shows  that  the  Executive  Council 
—  co-Vice-Presidents  of  the  accuser  Precht  —  was,  under  the 
direction  of  International  President  Berg,  compelled  to  vote 
against  appellant  and,  except  on  the    condition   ^^  "fully" 
explaining  his  vote,  no  member  of  the  Executive  Council  was 
free  to  vote  for  any  penalty  short  of  expulsion.   The  record 
further  shows  that  the  charges  upon  which  the  disability  meted 
out  to  appellant  were  ostensibly  based,  were  indeed  a  pretext 
and  that  it  was  the  accumulation  of  other  events  —  appellant's 
long-standing  criticism  of  the  union's  officers  and  their 
policies  —  upon  which  the  discipline  was  in  fact  imposed. 

Finally,  even  as  to  those  charges,  the  district  court  was 
compelled  to  find  that  the  most  serious  of  them  —  "conduct 
contrary  to  and  detrimental  to  the  welfare  or  best  interests  of 
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the  International  Brotherhood  or  a  subordinate  body"  —  "Is 

not  supported  by  the  evidence"  (CT  492).   Of  this  charge,  the 

Court  said: 

".  .  .The  record  Is  absolutely  barren  of  one  shred 
of  evidence  of  the  consequences  or  repercussions  of 
Burke's  conduct  which  can  be  said  to  be  detrimental 
to  the  best  Interests  of  the  International  or  Local  6" 
(ibld).L-/ 

Since  the  Executive  Council's  extreme  penalty  of  expulsion 
was  based  upon  the  charges  Iri  toto,  it  would  seem  that  this 
finding  by  the  district  court  should,  at  the  very  least,  requlr 
the  matter  to  be  sent  back  for  reassessment  of  the  penalty  with 
out  consideration  of  this  serious,  but  untrue,  charge.  Under 
the  circumstances  of  this  case,  it  is  submitted  that  it  is  un- 
reasonable to  permit  to  stand  the  most  serious  sanction  posslbl 
when  the  record  shows  that  the  most  serious  charge  made  was.  not 
proven. 

"Nevertheless,  where  a  particular  sanction  is  clearly 
permitted  by  the  constitution  of  a  union,  the  courts 
should  be  slow  in  substituting  their  judgment  for  that 
of  the  responsible  union  officials  in  determining 
whether  or  not  it  is  too  severe.   Where,  however,  the 
imposition  of  a  particular  sanction  is  clearly  unreason- 
able under  all  the  circumstances  and  unjust  to  in- 
dividual members  of  the  offending  union,  the  courts 
should  not  hesitate  to  exercise  whatever  jurisdiction 
they  may  have  to  correct  the  injustice. "   ( Parks  v. 
International  Brotherhood  of  Electrical  Workers, 
203  F.  Supp.  2«b,  at  311) (underlining  supplied). 


8  /  This  finding  accords  with  the  International's  admission 

in  answers  to  interrogatories  that  it  had  no  knowledge 
that  Burke's  actions  Interfered  with  the  International's 
performance  of  its  obligations  (CT  253). 
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"The  factor  that  the  extreme  penalty  was  meted  out  to 
the  plaintiff,  adds  weight  to  the  suggestion  the 
plaintiff  was  punished  for  his  opposition  to  the  regime 
rather  than  for  slandering  the  union  —  that  the  alleged 
slander  was  the  excuse  and  not  the  reason  for  the  ex- 
pulsion."  (Reilly  v.  Hogan.  32  NYS  2d  864,  aff'd  36 
NYS  2d  423;  leave  to  appeal  denied,  37  NYS  2d  426). 


CONCLUSION 

The  foregoing  has  established  (1)  that  the  court  below  had 
Jurisdiction  of  the  action;  (2)  that  the  appellant  was  deprived 
of  substantive  rights  guaranteed  to  him  by  29  U.S.C.A.  411(a) 
(1)  and  (2);  (3)  that  appellant  was  deprived  of  procedural 
rights  guaranteed  to  him  by  29  U.S.C.A.  411(a)(5). 

For  the  foregoing  reasons,  the  judgment  below  should  be 
reversed. 

DATED:   October  /^  I968. 

Respectfully  submitted, 

GLADSTEIN,  ANDERSEN,  LEONARD 
&  SIBBETT 
/ 


By. 


,,  <^.c(^.,..,.;)  ix. 


/    Richard  Gladstein 


<_  cH-*-<-.-.-^  c_v^  4-^..^^-- 


Norman  Leonard 
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No.    22487 

IN  THE 

UNITED   STATES    COURT   OF   APPEALS 

FOR   THE   NINTH   CIRCUIT 


ROBERT   W.    NEES, 

Petitioner, 

vs. 

SECURITIES  AND  EXCHANGE 
COMMISSION, 

Respondent. 


PETITIONER'S   REPLY   BRIEF 


ISSUES   INVOLVED 


It  is  submitted  that  the  Answering  Brief  of  Respondent 
Commission  begs  the  basic  question  involved  in  the  Petition 
for  Review.       The  question  is  whether  on  the  record  petitioner 
was  afforded  due  process  of  law  in  the  administrative  proceedings 
against  him.      Respondent  argues  from  the  facts  appearing  in  the 
record  of  the  August  hearings  that  evidence  against  petitioner  is 
more  than  sufficient  to  sustain  the  Respondent's  order  against 
him. 

1. 


But  the  real  question  is  whether  that  record  can  be 
lawfully  and  constitutionally  admitted  at  all  against  petitioner. 
For  this  reason  the  counter- statement  of  the  issue,  page  1, 
Answering  Brief,   is  insufficient. 

It  may  be  said  that  the  subsidiary  questions  to  the  basic 
question  of  due  process  are: 

1.  Despite  the  obvious  fact  that  petitioner  had 
been  notified  of  charges  made  against  him,   was  he  duly 
notified  of  the  hearing  scheduled  upon  such  charges? 

2.  Did  the  Respondent  Commission's  Division  of 
Trading  and  Markets  have  the  burden  to  prove  petitioner 
was  duly  notified  of  such  hearing? 

3.  Where  the  Hearing  Examiner  has  specifically 
found  petitioner  was  not  duly  notified  of  the  hearing,   and 
Respondent  Commission  found  otherwise,  has  the  burden 
of  proof  of  notice  been  met? 

4.  If  petitioner  was  not  duly  notified  of  the 
hearings,   may  Respondent's  Division  of  Trading  and 
Markets  rely  upon  the  record  of  the  August  hearings  as  to 
which  notice  was  not  given,   in  order  to  sustain  charges 
against  petitioner  ? 


ARGUMENT 


I 


THE   RESPONDENT    COMMISSION  DID  NOT 
FOLLOW  ACCEPTED    PROCEDURES   IN 
HEARING   CHARGES  AGAINST   PETITIONER, 
WITHIN   THE   MEANING  OF   SUBSTANTIVE 
DUE   PROCESS  OF   LAW. 


In  the  Answering  Brief,   respondent  maintains  petitioner's 
complaint  is  a  procedural  one.      Such  terminology  glosses  over 
the  import  of  the  complaint  of  petitioner.      Rather,   it    should  be 
said  petitioner  raises  the  fundamental  issue  of  due  process  -- 
substantive  due  process.       To  say,   as  respondent  does  at  page  8 
of  its  Answering  Brief,   that  whether  petitioner  received  due 
notification  of  the  August  hearings  is  "at  most  of  academic 
interest,  "  is  to  ignore  completely  the  import  of  that  fundamental 
issue  -  to  say,   in  effect,   that  in  administrative  proceedings  there 
is  no  need  to  be  concerned  about  such  a  concept  as  substantive 
due  process. 

Under  the  heading  "The  Procedure  Adopted  Met  the 
Requirements  of  Due  Process"  (page  9,   Answering  Brief) 
Respondent  Commission  takes  the  position  that  the  Hearing 
Officer  granted  what  petitioner  had  requested:    he  did  "re-open 
hearings.  "      Claiming  that  the  constitutional  guarantee  of  due 
process  "does  not  mandate  any  particular  form  of  procedure,  " 
respondent  refers  to  "matters  left  to  the  discretion  of  the  Agency 


in  the  exercise  of  its  housekeeping  powers.  "      Plainly  the 
matters  here  complained  of  by  petitioner  surely  exceed  matters 
of  mere  "housekeeping  powers,  "  whatever  that  means. 

In  such  manner,   i.e. ,   relying  upon  the  semantics  of  the 
situation,   respondent  justifies  the  procedure  employed:    the 
Hearing  Officer  did  "re-open  hearings.  "      Nothing  is  said  of 
what  must  occur,   in  the  interest  of  protecting  petitioner's  rights, 
when  the  hearings  are  re- opened.       The  questions  involved  in 
this  petition  as  above  set  forth  are  ignored.       Petitioner  is  not 
concerned  with  semantics;   it  is  obvious  hearings  were  re- opened. 
Not  so  obvious,   in  fact  not  be  discerned  from  the  record,   is  the 
proposition  that  petitioner  was  granted  a  full  and  fair  hearing 
conforming  to  his  constitutional  rights. 

The  question  whether  such  rights  were  afforded  is  not 
based  upon  the  question,   as  respondent  seems  to  claim  at  page 
10  of  the  Answering  Brief,   whether  a  hearing  de  novo  would 
inconvenience  the  respondent,   its  agencies  or  witnesses. 

Too  obvious  to  require  extensive  citation  is  the  proposition 
that  the  burden  of  proof  is  on  the  agency,   the  Respondent 
Commission,   which  is  held  to  the  same  burdens  and  obligations 
of  proof  as  any  other  litigant  who  takes  the  affirmative. 
National  Labor  Relations  Board  v.   Riverside  Manufacturing 
Company,    119  F.  2d  302.      See  Dayco  Corp.   v.    F.  T.C.,    362  F. 
2d  180. 


Just  as  basic,   as  pointed  out  in  petitioner's  Opening 
Brief,   when  a  hearing  is  had  under  a  statute  requiring  a  hearing, 
the  hearing  must  conform  to  fair  practices  as  they  are  known  in 
the  Anglo-Saxon  jurisprudence.       Takeo  Tadno  v.   Manney,   160 
F.2d  665  (1947). 

An  order  must  be  based  on  hearing  after  due  notice. 
Hoxsey  Cancer  Clinic  v.   Folsom,    155  Fed.  Supp.   376. 

Of  course,   the  nub  of  the  question  here  presented  is  just 
what  was  required  in  affording  due  process  to  petitioner,   who 
had  not  been  notified  of  the  August  hearings  during  which  the 
substantial  part  of  the  evidence  against  all  respondents  was 
presented.      As  was  well  said  by  the  court  in  Clemochefsky  v. 
Celebrezze,   222  Fed. Supp.   73,    75  (1963): 

'It  is  elementary  in  cases  of  this 
nature  that  the  Secretary's  Findings  of  Fact 
and  the  reasonable  inferences  drawn  there- 
from are  conclusive  if  they  are  supported  by 
substantial  evidence    ...   [Citing  Authorities], 
However,   courts  must  now  assume  more 
responsibility  than  some  courts  have  shown  in 
the  past  for  the  reasonableness  and  fairness  of 
decisions  of  Federal  agencies,   and  Reviewing 
Courts  must  be  influenced  by  a  feeling  that  they 
are  not  to  abdicate  their  conventional  judicial 
function.      Universal  Camera  Corp.   v.   National 
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Just  as  basic,   as  pointed  out  in  petitioner's  Opening 
Brief,   when  a  hearing  is  had  under  a  statute  requiring  a  hearing, 
the  hearing  must  conform  to  fair  practices  as  they  are  known  in 
the  Anglo-Saxon  jurisprudence.       Takeo  Tadno  v.   Manney,   160 
F.2d  665  (1947). 

An  order  must  be  based  on  hearing  after  due  notice. 
Hoxsey  Cancer  Clinic  v.   Folsom,    155  Fed.  Supp.    376. 

Of  course,  the  nub  of  the  question  here  presented  is  just 
what  was  required  in  affording  due  process  to  petitioner,   who 
had  not  been  notified  of  the  August  hearings  during  which  the 
substantial  part  of  the  evidence  against  all  respondents  was 
presented.      As  was  well  said  by  the  court  in  Clemochefsky  v. 
Celebrezze,   222  Fed. Supp.   73,   75  (1963): 

"It  is  elementary  in  cases  of  this 
nature  that  the  Secretary's  Findings  of  Fact 
and  the  reasonable  inferences  drawn  there- 
from are  conclusive  if  they  are  supported  by 
substantial  evidence    .  .  .   [Citing  Authorities]. 
However,   courts  must  now  assume  more 
responsibility  than  some  courts  have  shown  in 
the  past  for  the  reasonableness  and  fairness  of 
decisions  of  Federal  agencies,   and  Reviewing 
Courts  must  be  influenced  by  a  feeling  that  they 
are  not  to  abdicate  their  conventional  judicial 
function .      Universal  Camera  Corp.   v.   National 
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Labor  Relations  Board,    340  U.S.   474,   71 

S.Ct.   456,   95  L.Ed.   456(1951)" 

The  sentence  last  quoted  is,   of  course,   a  para-phrasing 
of  the  language  of  the  Supreme  Court,  by  Mr.   Justice  Frankfurter, 
in  the  Universal  Camera  case,  which  reviews  the  history  of,   and 
basis  for,  judicial  review  of  orders  of  administrative  agencies. 
The  Supreme  Court  also  held  in  that  case,  where  the  adminis- 
trative agency  had  overruled  the  finding  of  the  Hearing  Examiner, 
that  in  determining  the  substantiality  of  the  evidence  in  the  record, 
a  report  of  the  Hearing  Examiner,   who  observed  the  witnesses, 
should  be  given  reasonable  weight  even  though  his  findings  were 
reversed  by  the  administrative  agency. 

Another  case  which  reviews  the  requirement  of  due  process 
in  administrative  hearings  is  United  States  v.   Rasmussen,   222 
Fed.Supp.   430  (1963).       There  an  employee  was  suspended  and 
removed  on  an  express  charge  of  fraud  in  the  conduct  of  his 
office.       The  applicable   regulations  provided  that  any  person  so 
removed  from  office  or  employment  or  disqualified  shall  have 
the  right  to  appeal  for  review  of  the  facts,  before  another  agency; 
there  was  no  provision  in  the  regulations  for  either  hearing  or 
review  prior  to  suspension  and  removal  from  office.       The  court 
noted  that  this  fact  alone  does  not  necessarily  involve  a  denial 
of  procedural  due  process  and  that  administrative  procedures 
need  not  conform  to  all  the  procedural  niceties  that  surround  the 
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judicial  process.      Defendant  was  granted  a  hearing  on  the 
appeal  for  "review  of  the  facts"  and  was  there   present 
represented  by  counsel.       The  court  concluded  that  by  reason 
of  the  refusal  of  the  reviewing  agency  at  the  hearing  at  which 
the  employee  was  present  to  apprise  him  of  the  evidence  against 
him  and  grant  the  rights  of  confrontation  on  cross-examination, 
there  was  a  failure  to  meet  the  requirements  of  the  regulations 
and  a  denial  of  due  process  in  the  conduct  of  the  hearing. 

It  is  interesting  to  note  that  Respondent  Commission  at 
page  10,   of  its  Answering  Brief  cites  Brown- Pacific- Maxom 
Co.  V.   Toner,    255  F.  2d  611  (C.A.   7,   1958)  as  the  only 
authority  that  even  comes  close  to  the  actual  issue  involved  in 
this  case.      As  noted,   in  the  situation  there  the  agency  relied 
upon  correspondence  neither  in  the  record  nor  mentioned  in  its 
decision  and  had  never  given  the  complaining  party  an 
opportunity  to  respond  to  it.      But  apart  from  the  factual 
situations  involved,   again  the  Court  in  that  case  conducted  a 
thorough  review  of  the  requirement  of  due  process  in 
administrative  hearings. 

The  court  cited  "a  well-reasoned  opinion,  "  English  v. 
City  of  Long  Beach,    35  Cal.  2d  155,   217  P.  2d  22,   Annot. , 
18  A.  L.R.  2d  547.       There,   a  police  patrolman  was  dism.issed 
from  his  position,   and  it  was  held  he  was  deprived  of  a  fair 
hearing  inasmuch  as  the  Civil  Service  Board  in  reaching  its 
decision  relied  upon  evidence  taken  outside  the  hearing  and 


outside  the  presence  of  English  or  his  attorney.       The  Federal 
Court  quoted,   217  P.  2d  24,  from  the  California  Opinion: 
"  *  >:<  >i<  Administrative  tribunals  which 
are  required  to  make  a  determination  after  a 
hearing  cannot  act  upon  their  own  information, 
and  nothing  can  be  considered  as  evidence  that 
was  not  introduced  at  a  hearing  of  which  the 
parties  had  notice  or  at  which  they  were 
present. 

"  '•'  -^  -''  The  fact  that  there  may  be 
substantial  and  properly  introduced  evidence 
which  supports  the  board's  ruling  is  immaterial. 
>i<  >;<  >i<    j^  contrary  conclusion  would  be  tantamount 
to  requiring  a  hearing  in  form  but  not  in  sub- 
stance, for  the  right  of  a  hearing  before  an 
administrative  tribunal  would  be  meaningless  if 
the  tribunal  were  permitted  to  base  its  termina- 
tion upon  information  received  without  knowledge 
of  the  parties,      A  hearing  requires  that  the 
party  be  apprised  of  the  evidence  against  him  so 
that  he  may  have  an  opportunity  to  refute,  test 
and  explain  it,   and  the  requirement  of  a  hearing 
necessarily  contemplates  a  decision  in  light  of  the 
evidence  there  introduced.  "        (Emphasis  added) 


J 
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II 


THE    CASES   CITED   BY   RESPONDENT 
COMMISSION   IN  ITS   ANSWERING   BRIEF 
ARE   DISTINGUISHABLE. 


In  the  final  analysis.   Respondent  Commission  relies 
mainly  upon  the  recent  case  of  Hansen  v.   Securities  and  Exchange 
Commission,    396  F.  2d  694  (C.  A.  D.  C.  )  (Per  Curiam),   Cert. 
Den.   393  U.S.    847  (1968)  (Ans.  Br.  ,  p.   10).      However,   it  may 
readily  be  seen  from  footnote  2  to  the  opinion  in  that  case  that 
a  completely  different  factual  situation  was  there  presented, 
making  the  court's  finding  inapplicable  to  the  case  at  hand: 
"Petitioner  was  notified  in  the  prior  proceeding  that  as  an 
associate  of  Atlantic,   under  Commission  Rule  9(b)  he  had  a 
right  to  participate.      17  C.  F.  R.   §201-9(b)  (Supp.   1968).      He 
declined.      See  Wallach  v.   Securities  and  Exchange  Commission, 
92  U.S.  App.   D.C.   108,   202  Fedc  2d  462  (1953)"   (Emphasis 
suppled). 

Petitioner,   as  found  by  the  Hearing  Examiner,  was  not 
notified  of  the  August  hearings  and  could  not  thus  be  bound  by 
the  record  of  those  hearings.      In  point  of  fact  and  law  it  should 
be  noted  that  the  Wallach  case,   cited  by  the  court  in  its  footnote 
in  Hansen,   observed  that  §15(b)  of  the  Securities  and  Exchange 
Act  in  effect  provides  the  means  for  joining  together  in  one 
judicial  proceeding  -  civil  or  criminal  -  all  parties  deemed 
necessary  by  the  Commission,  whether  salesman  or  employer. 

Q 


The  court  stated  "the  determinations  in  such  a 
proceeding  would  be  res  judicata  in  any  future  proceedings  and 
by  statutory  direction  are  made  applicable  to  the  denial  or 
revocation  of  broker-dealer  registration  under  the  Act.  "  (pp. 
46  3-464).      Hence  the  court  in  Hansen  had  no  choice  but  to  rule 
as  it  did.      Here  the  Respondent  Commission  is  attempting  to 
extend  the  rule  of  Hansen  and  Walla ch  and  to  say  that  the  doctrine 
of  res  judicata  is  applicable  to  petitioner  by  virtue  of  the  August 
hearings  even  though  he  was  not  notified  of  such  hearings. 

Respondent  cites  for  comparison  to  Hans  en  (footnote  10, 
p.   11,  Ans.Br.  )  the  case  of  Giant  Food,   Inc.  v.   Federal  Trade 
Commission,    322  F.  2d  977  (C.  A,  D.  C. ,   1963)  Cert.  Dism.   376 
U.S.   967  (1964).      Again,   even  quick  reading  of  this  case 
demonstrates  that  a  different  factual  situation  was  there  involved. 
Counsel  for  petitioner  on  a  petition  to  review  a  Federal  Trade 
Commission  order  had  declined  to  re-examine  certain  buyer- 
witnesses  on  the  ground  that  in  the  circumstances  they  would  be 
made  his  witnesses.      The  Hearing  Examiner  assured  counsel 
that  even  though  called  by  him,   at  a  later  stage  in  the  proceedings, 
they  would  not  be  regarded  as  his  witnesses.       The  reviewing 
court  found  the  position  by  counsel  was  ill-taken  and  that  the 
testimony  of  such  witnesses  as  previously  given  could  not  be 
stricken  from  the  record.       Petitioner  has  cited  the  Giant  Food 
case  at  p.   13  of  his  Opening  Brief  for  the  principles  there 
enunciated  by  the    court,   including  its  statement  at  p.   984: 

in. 
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"'Because  the  Commission  is  at  once, 
the  accuser,   the  prosecutor,   the  judge  and  the 
jury'  it  must  remain  alert  to  observe  accepted 
standards  of  fairness.      The  reviewing  courts 
must,   therefore,  be  alert  to  ascertain  that  the 
true  substance  of  a  fair  hearing  is  not  denied 
to  a  party,  bearing  in  mind  that  the  inordinate 
delay  common  in    administrative  hearings  of  the 
sort  now  before  us  is  a  legitimate  cause  of  public 
concern. " 

At  page  12  of  the  Answering  Brief,   and  throughout  the 
Brief,   respondent  refers  to  testimony  of  customer-witnesses 
and  other  individuals  as  given  at  the  August  hearings,   again 
ignoring  the  import  of  petitioner's  complaint,   i.e.,  that  the 
record  of  such  testimony  in  view  of  lack  of  notice,   cannot  stand 
against  petitioner.      At  page  12  respondent  asserts  witness 
Fred  Colton  was  present  at  the  re- opened  hearings  available 
for  cross-examination.      But  petitioner,   in  the  circumstances, 
was  not  required  to  rebut  a  case  not  yet  made  out  against  him. 
Obviously,   as  already  cited,   it  was  the  burden  of  the  Division 
of  Trading  and  Markets  of  Respondent  Commission  to  present  its 
case  against  petitioner  in  a  full  and  fair  hearing  of  which 
petitioner  had  been  given  due  notice. 

To  say  further,   as  respondent  does  at  pages  12-14  of  the 
Answering  Brief,  that  petitioner's  form  of  objection  to  the 
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re- opened  hearings  as  constituted  was  an  improper  general 
objection  to  evidence  is  again  to  ignore  the  thrust  of  petitioner's 
complaint  on  appeal.      Whatever  the  semantics  involved,   it  is 
clear  from  the  record  that  counsel  for  petitioner  made  crystal 
clear  to  the  hearing  officer  the  position  taken  by  him  on  behalf 
of  petitioner:    that  petitioner  could  not  be  bound  by  the  record  of 
the  August  hearings,   of  which  he  was  not  duly  notified,   and  that 
as  a  result  the  Respondent  Commission  had  the  burden  in  a  full 
hearing  of  establishing  its  case,  before  the  petitioner  could  be 
called  upon  to  rebut  such  case.      Counsel  wanted  the  right  of 
confrontation  of  all  witnesses  simultaneous  with  their  full  and 
direct  testimony,  and  the  right  to  contemporaneous  cross- 
examination,   a  right  which  is  constitutionally  guaranteed. 

CONCLUSION 


For  the  reasons  stated,  the  order  of  the    Commission 

barring  Nees  from  association  with  any  broker  or  dealer  should 

be  set  aside. 

Respectfully  submitted, 

SANDER   L.    JOHNSON  and 
HAROLD   B.    BERNSON 

Attorneys  for  Petitioner, 
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UNITED  STATES  COURT  OF  APPEALS 

FOR  THE  NINTH  CIRCUIT 

No.  22487 


ROBERT  W.  NEES, 

Petitioner, 

V, 

SECURITIES  AND  EXCHANGE  COMMISSION, 

Respondent, 


ANSWERING  BRIEF  OF  THE  SECURITIES  AND  EXCHANGE  COMMISSION,  RESPONDENT 


COUNTERS TATEMENT  OF  THE  ISSUE 
May  a  respondent  who  had  been  notified  of  charges  made  against  him 
in  an  administrative  proceeding  require  that  a  hearing  involving  numerous 
parties  be  repeated  because  a  notice  of  that  hearing,  although  mailed  to 
a  proper  address,  was  not  received  by  him,  when  he  has  subsequently  been 
afforded  a  full  and  fair  opportunity  to  cross-examine  all  material  adverse 
witnesses,  to  make  specific  objection  to  consideration  of  documentary 
evidence  and  otherwise  to  defend  against  the  charges? 

COUNTERSTATEMENT  OF  THE  CASE 
Robert  W.  Nees  ("Nees")  has  petitioned  this  Court,  pursuant  to 
Section  25(a)  of  the  Securities  Exchange  Act  of  1934  ("Exchange  Act"), 
15  U.S.C.  78y(a),  to  review  two  orders  of  the  Securities  and  Exchange 
Comnission  by  which  he  has  been  barred  from  further  association  with  any 
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1/ 
broker  or  dealer  in  securities.    The  orders  were  entered  at  the  conclu- 
sion of  administrative  proceedings  conducted  by  the  Conmission  pursuant 
to  Sections  15(b)  and  15A  of  the  Exchange  Act,  15  U.S.C.  78o(b),  78o-3 
(R.  1228-1232),  The  respondents  were  Century  Securities  Company  ("Century"), 
which  had  been  registered  with  the  Commission  as  a  broker  and  dealer  in 

securities,  that  firm's  two  general  partners  and  six  individuals,  including 

2/ 
Nees,  who  had  been  its  sales  representatives.    The  proceedings  were  held 

to  determine  whether  the  respondents  had,  among  other  things,  willfully 

violated  antifraud  provisions  of  the  Securities  Act  of  1933  ("Securities 

1/ 
Act")  and  of  the  Exchange  Act    in  the  offer  and  sale  of  securities  issued 

by  Jayark  Films  Corporation  ("Jayark"). 


1/     The  Commission's  order,  dated  July  14,  1967  (R,  2012),  was  based  upon 
its  findings  and  opinion  of  the  same  date  (R,  2000-2011).  A  Memorandum 
Opinion  and  Order  Denying  Rehearing,  Leave  to  Adduce  Additional  Evidence, 
and  Stay  was  subsequently  entered  on  November  1,  1967  (R.  2013-2017). 


The  record  before  the  Commission  is  cited  in  this  brief  as  "R.  ." 

Nees's  opening  brief  in  this  Court  is  cited  as  "Br.  ." 

2/     In  addition  to  the  action  taken  against  Nees,  the  order  (R.  2012) 

revoked  the  registration  of  Century  as  a  broker  and  dealer  and  barred 
three  other  salesmen  as  well  as  Century's  two  owners  from  ftirther 
association  with  any  broker  or  dealer.   The  Commission  had  previously 
taken  action  against  one  salesman  whose  offer  of  settlement  had  been 
accepted  (R.  1996-1997)  and  against  another  who  had  defaulted  (R.  1998- 
1999), 

William  Reigel,  one  of  the  salesmen  who  has  been  barred  by  the 
Commission's  final  order,  has  also  petitioned  this  Court  for  review. 
His  petition  has  been  docketed  as  No.  22459.   None  of  the  other 
respondents  before  the  Commission  has  sought  review. 

3/  Section  17(a)  of  the  Securities  Act  of  1933,  15  U.S.C.  77q(a),  and 
Sections  10(b)  and  15(c)(1)  of  the  Exchange  Act,  15  U.S.C.  78j(b) 
and  78o(c)(l),  as  well  as  Rules  lOb-5  and  15cl-2,  17  CFR  240.10b-5 
and  240.15cl-2,  promulgated  by  the  Commission  under  the  latter  statute. 
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A  copy  of  the  order  for  proceedings  was  mailed  to  Nees  in  October 

L964  (R.  1228-1232,  1237).  There  is  no  dispute  that  Nees  received  that 

jrder,  or  that  the  address  in  California  to  which  it  was  directed  was 

lis  mailing  address.  That  order  gave  notice  of  the  charges  and  stated 

that  hearings  would  be  held  at  a  "time  and  place  to  be  fixed"  (R.  1231). 

\s   stated  in  Nees's  brief  (p.  3),  he  thereafter  "moved  outside  the  State." 

3o  far  as  the  record  shows,  for  at  least  ten  months  after  his  answer  was 

filed  on  November  6,  1964  (R.  1250),  he  made  no  effort  whatever  to  advise 

the  Commission  of  his  new  address  or  to  inquire  about  the  status  of  the 

proceeding. 

Meanwhile,  a  notice  of  hearings  to  be  held  in  Los  Angeles,  California 

(R.  1274),  was  mailed  to  all  parties,  including  Nees  (R,  639-640),  on 

July  7,  1965.  Pursuant  to  this  notice  four  days  of  hearings  were  held  in 

Los  Angeles  in  August  1965  at  which  six  other  respondents  were  present 

(R.  la-544).  At  the  hearing  testimony  was  taken  from  22  persons,  and 

57  exhibits  were  received  in  evidence  (R,  639-1175). 

After  Nees  failed  to  appear  at  the  hearings  held  in  August  1965, 

a  request  to  enter  default  against  him  was  filed  on  August  30  and  again 

nailed  to  him  at  his  address  in  California  (R.  1291),  Nees  received 
this  request  and  two  months  later,  appearing  by  counsel,  filed  objec- 
tions to  entry  of  default  (R,  1360,  1370-1371),  He  claimed  that  he  had 
not  received  actual  notice  of  the  August  hearing  and  requested  "that 
the  Hearing  Officer  reopen  hearings  .  ,  .  so  that  Respondent  Nees  might 
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respond  to  evidence  allegedly  against  him"  and  "present  his  defense  to 
the  statement  of  charges"  (R.  1360,  1371). 

The  hearing  examiner  agreed  with  the  staff  that  in  serving  the 
notice  of  hearing  "the  Commission  had  a  proper  mailing  address  for  Nees" 
(R.  1383).  Nevertheless,  as  a  matter  of  law  he  construed  Rule  6(e)  of 
the  Comnission's  Rules  of  Practice,  17  CFR  201.6(e),  to  require  actual 
receipt  of  the  notice  (absent  a  showing  of  an  attempt  to  evade  seirvice) 
and  concluded  (R.  1384)  that  there  had  been  "a  failure  of  proof  that  Nees 
•has  been  duly  notified'  of  the  hearing  within  the  meaning  of  Rule  6(e)." 
Thus,  on  December  3,  1965,  he  ordered  the  hearings  reopened,  as  Nees  had 
explicitly  requested,  "to  afford  respondent  Nees  an  opportunity  to  inter-    ■ 
pose  a  defense  to  the  allegations  of  the  order  for  proceeding  and  to 
respond  to  such  evidence  as  has  been  or  may  be  introduced  against  him  ..." 
(R.  1384-1385).  The  Commission  subsequently  held  that  Nees  had  been  duly 


^/  At  a  conference  prior  to  the  August  hearing,  counsel  for  the  Commission's 
Division  of  Trading  and  Markets  had  stated  that  he  had  learned  "that 
Mr.  Nees  had  entirely  left  the  area,  .  ,  .  and  was  residing  somewhere 
in  Minnesota  ...  or  Wisconsin"  and  that  he  had  unsuccessfully  en- 
deavored to  reach  him  by  telephone.   He  also  stated  that  he  had  been 
advised  by  one  of  the  other  respondents  that  the  latter  had  "been 
unable  to  contact  Mr.  Nees."  (R.  lo-lp.)  The  notice,  sent  to  Nees's 
last  known  address  by  certified  mail  was  not  returned  to  the  Commission 
as  undelivered  (R.  639,  640),  but,  as  noted  by  the  hearing  examiner, 
"the  Coninission  did  not  receive  a  return  receipt  indicating  delivery 
of  that  order"  (R.  1384).   Inquiry  revealed  that  the  post  office  in 
California  in  fact  forwarded  the  notice  to  an  address  in  Minneapolis, 
Minnesota,  which  was  apparently  Nees's  new  address  (R.  1348  n.3). 
The  post  office  in  Minneapolis,  however,  did  not  have  any  record 
whether  the  notice  had  actually  been  delivered  (R.  1384  n.3). 
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served  with  the  original  notice  of  hearing,  but  that  "the  examiner  had 

properly  exercised  his  discretion  in  reopening  the  hearings"  (R.  2010). 

When  the  hearings  were  reopened  on  February  15,  1966  (R,  544a-638) , 

the  two  witnesses  who  had  testified  to  Nees's  representations  at  the 

original  hearings  (R,  209-237;  344-362)  reaffirmed  their  prior  statements 

(R.  561-562;  593)  and  were  cross-examined  by  his  attorney  (R,  562-569;  578- 

5/ 
582;  594-596).    In  addition,  Nees  testified  in  his  own  defense  (R.  596-632) 

He  did  not,  however,  seek  to  cross-examine  Fred  Colton,  one  of  the  other 


5/  One  customer  testified  that,  among  other  things,  Nees  told  him  in 
July  1963  that  it  was  just  a  matter  of  days  before  Jayark  would 
sign  a  $50  million  film  contract  that  might  profit  Jayark  by  as 
much  as  $10  million  (R.  214-215,  563,  573-574).  Nees  represented 
that  Jayark  was  making  money  (R,  216)  and  had  sent  the  customer  a 
circular  purportedly  to  verify  what  he  had  said  (R,  218-219,  563- 
564).  But  it  contained  no  financial  information  (R.  1174-1175). 
Indeed,  no  financial  information  about  Jayark  was  provided  before  a 
sale  was  made  (R.  216-221,  563-565),  When  the  investor  advised  Nees 
that  he  was  not  interested  in  speculations,  he  was  advised  that 
Jayark  was  not  a  speculation  since  the  multi-million  dollar  film- 
agreement  was  virtually  completed  and  it  was  going  to  make  money 
(R.  578,  582,  586).  The  same  witness  was  told  that  the  shares 
offered  at  7-1/2  would  be  worth  $10  or  $12  within  six  months  and 
could  go  to  $30  if  held  for  a  longer  period  (R.  214-215).  Nees 
also  led  another  customer  to  believe  that  Jayark  was  sure  to  enter 
a  contract  for  old  movies  to  be  shown  on  television  and  that  the 
price  of  its  stock  would  consequently  double  within  a  year  (R.  349- 
350). 
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respondents ,  who  had  testified  adversely  to  Nees  at  the  August  hearings 

(R,  444-445),  although  Colton  was  present  at  the  reopened  hearings  (R.  545). 

Counsel  for  Nees  was  not  satisfied,  however,  with  being  provided 
the  full  opportunity  that  had  been  requested  to  answer  the  evidence  and 
present  Nees'  defense;  he  still  objected  generally  "to  all  the  evidence, 
both  oral  and  in  exhibit  form,  that  the  Hearing  Examiner  ,  .  .  ruled  as 
being  part  of  the  record  .  .  .  against  Respondent  Nees"  from  the  earlier 
hearings  (R.  560,  633)  and  objected  as  well  to  the  supposed  binding  effect 
of  stipulations  to  which  Nees  had  not  been  a  party.  Although  Nees'  counsel 
was  acquainted  with  the  record  (R.  557)  and  had  been  offered  an  opportunity 
by  the  hearing  examiner  to  object  specifically  to  particular  evidence 
(R.  558),  he  rested  on  his  blanket  objection.  The  hearing  examiner  over- 
ruled the  general  objections  and  permitted  the  record  of  the  original 


6/  Colton  testified  that  he  had  "distributed  to  the  .  .  .  [salesmen] 
the  reports  on  Jayark  that  are  in  evidence,"  and  had  "divulged  [to] 
all  of  my  salesmen  the  financial  condition  of  Jayark"  (R.  446). 
He  "told  the  salesmen  that  Jayark  was  operating  at  a  deficit,  that 
clients  should  be  notified  when  purchasing  their  stock"  (R.  445-446). 

Colton 's  testimony  shows  also  that  Nees  and  the  others  at  Century 
knew  very  little  about  the  negotiations  for  the  film  contract  that 
Nees  had  described  to  the  investors  in  glowing  terms.  The  respondents 
knew  that  negotiations  were  in  progress,  but  they  "had  no  knowledge 
of  the  actual  ending  of  negotiations,"  or  that  any  "deal  was  closed" 
(R.  445).  Respondents'  Exhibit  E  (R.  1174-1175),  which  was  accepted 
"as  an  indication  of  the  nature  of  the  advice  received"  by  Century 
from  the  president  of  Jayark  (R.  427),  was  introduced  in  evidence 
by  Colton.  Aside  from  assertions  of  optimism,  that  letter,  con- 
sistent with  Colton's  testimony,  revealed  little  more  then  the 
existence  of  the  negotiations  and  cautioned  that  "there  is  no  way  of 
knowing,  of  course,  whether  these  negotiations  will  succeed  ..." 
(R.  1174). 
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hearings  to  stand  against  Nees  in  view  of  the  ample  opportunity  afforded 
him  to  make  appropriate  objections,  to  cross-examine  the  witnesses  who 
had  testified  and  to  introduce  evidence  of  his  own  (see  R,  547-561;  633), 

Based  upon  the  record  as  a  whole,  the  hearing  examiner  filed  an 
initial  decision  on  August  31,  1966,  in  which  he  found,  among  other  things, 
that  in  the  sale  of  Jayark  stock.  Century,  its  owners  and  salesmen,  including 
Nees,  had  willfully  violated  the  antifraud  provisions  of  the  Securities 
Act  and  the  Exchange  Act.  Relying  primarily  upon  the  testimony  of  the 
two  witnesses  that  Nees's  attorney  had  cross-examined,  the  examiner  found 
that  Nees  had  made  "glaringly  false  and  unwarranted  representations"  in 
the  sale  of  securities  (R,  1699),  and  that  certain  of  his  activities  "con- 
stituted a  reckless  abandonment  and  disregard  of  his  obligation  for  fair 
dealing  in  accordance  with  the  standards  of  the  profession"  (R.  1700). 

Upon  an  independent  review  of  the  entire  record  (R,  2001),  the 

Commission  concluded 

"that  respondents  [including  Nees]  engaged  in  a  scheme  to 
defraud  investors  by  means  of  a  persistent  high-pressure 
campaign  over  the  telephone  to  sell  the  speculative  stock 
of  Jayark,  which  involved  the  use  of  fraudulent  representa- 
tions and  predictions"  (R.  2001), 

which  were  made  "without  a  reasonable  basis."  (R,  2003),   It  also  found 

that  all  the  respondents  had  failed  to  tell  their  customers  about  Jayark 's 

adverse  financial  condition  prior  to  their  purchases  (R.  2003),  Thus, 

the  Cotnnission  found  Nees  to  have  willfully  violated  or  aided  and  abetted 

violations  of  the  antifraud  provisions,  as  charged  (R.  2001-2006),   It 

barred  him  from  further  association  with  any  broker  or  dealer  (R.  2112), 
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ARGUMENT 
NEES  WAS  AFFORDED  A  FAIR  HEARING 
Nees  does  not  contend  that  the  Conmiss ion's  findings  that  he  engaged 
in  fraudulent  conduct  of  a  serious  nature  are  without  a  substantial  basis  on 
the  entire  record.  Nor  does  he  argue  that  the  sanction  imposed  upon  him 
was  inappropriate  on  this  basis.  His  sole  complaint  is  a  procedural  one. 
In  this  connection  it  should  also  be  made  clear  that  there  is  no  surviving 
issue  before  this  Court  as  to  the  service  of  the  notice  of  the  August 
hearings.  Because  the  hearing  examiner  reopened  the  proceedings  on  Nees's 
motion,  despite  the  fact  that  the  motion  was  made  more  than  two  months 
after  Nees  had  admittedly  learned  that  the  hearing  had  been  held  (R.  1370), 

whether  due  notification  of  the  August  hearing  had  originally  been  given 

7/ 
to  Nees  is  at  most  of  academic  interest.    Section  10(e)  of  the  Admin- 
istrative Procedure  Act,  as  codified,  5  U.S.C.  706,  provides  that  "due 


In  any  event  the  Commission  was  clearly  correct  that  "Nees  was  duly 
notified  of  the  hearings"  (R.  2010).  Pursuant  to  Rule  6(b)  of  the 
Commission's  Rules  of  Practice,  17  CFR  201.6(b),  the  notice  of  hearing 
mailed  to  Nees  was  "addressed  to  his  last  known  business  or  residence 
address.  ..."  (p.  3,  supra).  It  is  well  settled  that  a  proper 
mailing  will  satisfy  due  process  requirements.  See,  e.g. ,  Travelers 
Health  Ass'n  v.  State  Corporation  Commission.  339  U.S.  643,  650-651 
(1950);  Mullane  v.  Central  Hanover  Bank  &  Trust  Co.,  339  U.S.  300, 
318-319  (1950);  International  Shoe  Co.  v.  Washington,  326  U.S.  310,  320 
321  (1945).  Nevertheless,  the  hearing  examiner  held  that  Nees  had 
not  been  "duly  notified"  within  the  meaning  of  Section  (e)  of  the 
same  rule.  Without  disagreeing  with  any  of  the  hearing  examiner's 
factual  findings,  the  Commission  read  Rule  6(e)  differently.   In  the 
absence  of  any  contrary  authority,  the  Commission  was  surely  not 
foreclosed  by  the  hearing  examiner's  purely  legal  conclusion  from 
making  its  own  reasonable  construction  of  the  rule  it  had  adopted. 
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account  shall  be  taken  of  the  rule  of  prejudicial  error"  by  a  court 

reviewing  agency  action. 

A,  The  Procedure  Adopted  Met  the  Requirements  of  Due  Process. 

The  entire  relief  sought  by  Nees  in  his  "OBJECTIONS  TO  ENTRY  OF 
DEFAULT  AND  REQUEST  TO  REOPEN  HEARING"  was  as  follows: 

"Respondent  ROBERT  W.  NEES  hereby  requests  that  the 

»  Hearing  Officer  reopen  hearings  in  the  above  matter  so 
that  respondent  NEES  may  respond  to  evidence  allegedly 
against  him."  (R.  1360.) 

This  is  precisely  the  relief  that  the  hearing  officer  provided  (see  p.  4, 
supra) .  Nees  apparently  contends  (Br.  21-23),  however,  that  this  relief 
does  not  afford  "fundamental  rights  of  due  process."  But  that  constitutional 
guaranty  does  not  mandate  any  particular  form  of  procedure;  nor  does  it  deter- 
mine when,  in  the  course  of  an  administrative  proceeding,  a  hearing  should 
or  must  be  held.  These  are  matters  left  to  the  discretion  of  the  agency  in 
the  exercise  of  its  housekeeping  powers.  See  Inland  Empire  District  Council  v, 
Millis.  325  U.S.  697,  710  (1945);  Opp  Cotton  Mills.  Inc.  v.  Administrator. 
312  U.S.  126,  152-153  (1941). 

Of  course,  the  right  to  a  hearing  involves  a  fair  opportunity  to 
confront  and  cross-examine  material  adverse  witnesses,  to  respond  to  the 

evidence  adduced  or  make  proper  objection  to  its  consideration  and  other- 

i 
I 

wise  to  defend  against  charges  made.  That  opportunity  may  be  afforded, 
however,  at  any  time  before  a  final  order  becomes  effective.  See,  e.g. . 
Ewing  V.  Mytinger  &  Casselberry.  Inc..  339  U.S.  594,  598-600  (1949); 
Lichter  v.  United  States.  334  U.S.  742,  791-792  (1948);  Opp  Cotton  Mills. 
Inc.  v.  Administrator,  supra.  312  U.S.  at  152-153,  This  is  particularly 
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so  when  prior  hearings  have  already  been  held,  and  it  would  greatly  incon- 
venience not  only  the  Commission's  staff  but  also  the  other  respondents, 
numerous  witnesses  and  the  hearing  examiner  to  start  all  over  again. 

Nees  cites  no  authority  that  holds  that  a  subsequent  opportunity 

1/ 
to  cross-examine  witnesses  or  otherwise  make  a  defense  is  not  sufficient. 

The  recent  case  of  Hansen  v.  Securities  and  Exchange  Commission.  396  F.  2d 

694  (C.A.  D.C.)  (per  curiam),  certiorari  denied,  393  U.S.  847  (1968),  is 


8/  Nees's  reliance  (Br.  14-17)  on  Rule  15  of  the  Conmission's  Rules  of 
Practice,  17  CFR  201.15,  dealing  with  the  taking  of  depositions  is 
misplaced.  There  appears  to  be  nothing  in  Rule  15  that  would  pre- 
vent a  hearing  examiner,  in  connection  with  depositions,  from 
permitting  a  procedure  analogous  to  that  adopted  here.   If,  for 
example,  an  additional  party  were  named  in  a  proceeding  after  a 
deposition  had  been  taken,  we  think  that  under  Rule  15,  consistent 
with  due  process,  the  examiner  could  simply  permit  him  to  cross- 
examine  the  deponent  on  the  basis  of  his  earlier  testimony.   In  any 
event,  the  entire  argument  begs  the  question  before  this  Court*  It 
does  not  seem  that  the  provisions  of  Rule  15  vary  materially  from 
usual  provisions  pertaining  to  notice  and  opportunity  to  participate 
that  apply  to  hearings.   Indeed,  paragraph  (b)  of  the  rule  provides 
that  "[e]xamination  and  cross-examination  of  deponents  may  proceed 
as  permitted  at  the  hearing."  Thus,  Nees's  unsupported  conclusions 
with  respect  to  Rule  15  are  entitled  to  no  greater  weight  than  his 
similarly  unsupported  contentions  about  the  procedure  actually  in 
issue. 

S_/     The  only  authority  that  even  comes  close  to  the  actual  issue  involved 
in  this  case,  Brown-Pacific-Maxon  Co.  v.  Toner .  255  F.  2d  611  (C.A.  7, 
1958),  involved  a  situation  in  which  the  agency  relied  upon  correspond- 
ence neither  in  the  record  nor  mentioned  in  its  decision  and  had 
never  given  the  complaining  party  an  opportunity  to  respond  to  it. 
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directly  contrary  to  Nees's  contention.  There  it  was  explicitly  held  that 

",  .  .it  was  within  the  Commission's  discretion  to  receive 
[in  evidence]  the  transcribed  testimony  [from  an  earlier 
proceeding],  while  still  comporting  with  fairness  to  peti- 
tioner by  offering  the  opportunity  to  cross-examine  any 
witness  whose  transcribed  testimony  was  so  received."  10/ 

B.  Nees's  Defense  Was  in  No  Way  Prejudiced  by 
the  Procedure  Used. 

At  the  February  hearing  Nees's  counsel  cross-examined  the  two 

customer -witnesses  who  had  previously  testified  against  Nees  (R.  562-569, 

578-582,  594-596).  Although  he  now  states  that  the  value  of  contemporaneous 

cross-examination  "was  never  more  vividly  illustrated"  (Br.  18),  he  does 

not  point  to  a  single  specific  example  to  support  this  claim.   Indeed, 

with  equal  lack  of  specificity  he  emphasizes  the  effectiveness  of  his 

cross-examination  (Br,  17-18). 


10/  Cf .  Giant  Food.  Inc.  v.  Federal  Trade  Commission.  322  F.  2d  977 
(C.A.  D.C,  1963),  certiorari  dismissed.  376  U,S,  967  (1964),  a 
dictum  from  which  is  cited  on  p,  13  of  Nees's  brief.  There  the 
court  actually  held  that,  since  a  subsequent^  opportunity  to  cross- 
examine  had  been  offered  but  had  been  refused,  the  contention  that 
direct  testimony,  given  on  an  earlier  occasion  "was  not  properly 
part  of  the  record  fails,"  322  F.  2d  at  984,  See  also  Paramount 
Cap  Mfg.  Co.  V.  National  Labor  Relations  Board,  260  F.  2d  109,  113 
(C.A.  8,  1958);  Railway  Express  Agency  v.  Civil  Aeronautics  Board. 
243  F.  2d  422,  424  (C.A.  D.C,  1957);  In  re  McNary.  83  F.  Supp.  121, 
122  (N.D.  N.Y.,  1949).  And  cf .  Freight  Consolidators  Cooperative. 
Inc.  V.  United  States.  230  F.  Supp.  692,  699  (S.D.  N.Y.,  1964): 

"Assuming  arguendo  that  .  ,  ,  [certain  respondents  in  an 
administrative  proceeding]  were  injured  by  the  failure  of 
the  [Interstate  Commerce]  Commission  to  grant  them  a  de 
novo  hearing,  then  any  harm  ensuing  could  have  been  cured 
by  them.  They  were  afforded  an  opportunity  to  recall  and 
cross-examine  witnesses  but  declined  to  do  so." 
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Nees  also  vaguely  asserts  that  the  Commission's  findings  against 
him  are  based  upon  "the  testimony  of  other  witnesses"  in  addition  to  that 
of  these  two  customers  (Br.  14).  Since  the  customers  themselves  testified 
as  to  the  representations  and  predictions  made  by  Nees  and  his  failure 
to  provide  them  with  any  financial  information  about  Jayark  (see  p.  5, 
n.  5,  supra).  Nees  appears  to  refer  to  the  testimony  of  Fred  Colton, 
which  proved  that  Nees  was  in  possession  of  adverse  financial  information 
about  Jayark  and  had  no  basis  for  the  representations  and  predictions 
(see  p.  6,  n.  6,  supra).  With  respect  to  Colton,  Nees's  contention  is  not 
only  unjustified  but  actually  misleading.  As  a  respondent,  Colton  was      m 
present  and  available  for  cross-examination  by  Nees  at  the  reopened  hearings 
(R.  545).  The  fact  that  he  was  not  cross-examined  cannot  be  blamed  upon 
the  procedures  adopted  by  the  hearing  examiner;  it  is  a  result,  simply, 
of  Nees's  failure  to  recall  him  to  the  stand.   Indeed,  with  respect  to 
all  of  the  prior  witnesses,  Nees's  counsel  had  been  offered  the  opportunity 
to  indicate  which  of  them  they  wished  to  have  attend  the  February  hearing   *| 
but  indicated  that  they  would  require  only  the  presence  of  the  two  customer- 
witnesses  (see  R.  548,  1557-1563).  Thus,  Nees  has  no  basis  for  complaint 
in  this  regard. 

Before  the  hearings  were  reopened,  Nees  claimed  the  right  to  object 
to  consideration  of  documents  that  had  been  admitted  in  evidence  at  the 
original  hearings  (R.  1548-1551);  the  record  is  clear  that  he  was  given 
the  opportunity  to  do  so.  At  the  reopened  hearings  counsel  for  Nees 
objected  generally  "to  all  the  evidence,  both  oral  and  in  exhibit  form. 
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that  the  Hearing  Examiner  .  .  .  ruled  as  being  part  of  the  record  ... 
against  Respondent  Nees"  from  the  earlier  hearings  (R.  560,  633).   He 
declined  the  expressly  offered  opportunity,  however,  to  make  specific 
objections  to  particular  evidence  (R.  558),  after  having  indicated  that 
he  would  not  object  to  introduction  of  the  evidence  in  the  record  if 
that  were  done  in  his  presence  (R.  557). 

The  examiner  properly  overruled  objections  made  in  general  form 
to  the  contents  of  the  entire  record.  He  was  plainly  not  obliged  himself 
to  examine  each  item  in  it  to  ascertain  which  of  them  pertained  to  Nees 
and  which  of  those  were  for  any  reason  objectionable.   Cf.  Continental 
Oil  Co.  V.  United  States,  184  F.  2d  802,  814  (C.A.  9,  1950).  Furthermore, 
even  if  Nees  were  now  specific  in  his  contentions  before  this  Court,  and 
some  basis  for  objection  could  be  found,  it  is  a  "cardinal  principal  ,  .  . 
that  a  general  objection,  if  overruled,  cannot  avail  the  objector  on 
appeal  .  .  .  ."  1  J.  Wigmore,  Evidence  §  18,  at  332  (3d  ed.  1940) (emphasis 
in  original),  and  authorities  cited  there.  See  North  Whittier  Heights 
Citrus  Ass'n  v.  National  Labor  Relations  Board.  109  F.  2d  76,  83  (C.A.  9), 
certiorari  denied,  310  U.S.  632  (1940);  Cook-O'Brien  Constr.  Co.  v. 
Crawford.  26  F.  2d  574,  575  (C.A.  9,  1928)  (claimed  failure  to  provide 
original  documents);  Curtis  v.  North  American  Indian,  Inc..  277  Fed.  909, 
911  (C.A.  9,  1922)  (claim  of  improper  authorization);   cf.  Hartzell  v. 
United  States.  72  F.  2d  569,  583-584  (C.A.  8,  1934)  (no  foundation  laid). 
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In  any  event,  the  documentary  evidence  pertinent  to  Nees  was 
unobjectionable.  The  language  and  legislative  history  of  Section  7(c) 
of  the  Administrative  Procedure  Act,  as  codified,  5  U.S.C.  556(d),  make 
clear  that  "the  exclusionary  rules  of  evidence  do  not  apply"  in  administra- 
tive proceedings.  S.  Rep.  No.  752,  79th  Cong.,  1st  Sess.  (1946),  pp.  22-23. 
See  Federal  Trade  Commission  v.  Cement  Institute,  333  U.S.  683,  705-706 
(1948);  Consolidated  Edison  Co.  v.  National  Labor  Relations  Board.  305 
U.S.  197,  229-230  (1938);  Willapoint  Oysters.  Inc.  v.  Ewing.  174  F.  2d 
676,  690  (C.A.  9),  certiorari  denied.  338  U.S.  860  (1949).  Furthermore, 
a  showing  of  relevance  and  ample  authentication  of  the  exhibits  material 
to  Nees  was  provided  by  the  witnesses  who  were  present  at  the  reopened 
hearings.  Mr.  Colton  had  "distributed  to  the  men  [including  Nees]  the 
reports  on  Jayark  that  are  in  evidence"  (R,  445),  and  both  Nees  (R.  599, 
602)  and  the  investor  to  whom  it  had  been  mailed  (R.  217,  563-564)  test- 
ified concerning  the  only  exhibit  (R.  997-998)  upon  which  the  Commission 
explicitly  relied  in  making  its  findings  against  Nees  (R,  2002). 

Finally,  Nees  claims  that  he  has  been  held  to  stipulations  to 
which  he  did  not  agree,  particularly  with  respect  to  proof  that  he  used 
the  mails  or  instrumentalities  of  interstate  commerce  (Br.  18,  22). 
Except  for  a  few  immaterial  agreements  that  may  have  been  reached  in  the 
course  of  the  hearings,  however,  the  only  stipulation  of  facts  contained 
in  the  record  was  entered  at  the  pretrial  conference  held  August  5,  1965 
(R.  Ip-ls,  6-10).   It  is  clear  from  the  terms  of  the  stipulation  that 
the  agreed  facts  and  the  related  exhibits  (R.  642-855)  do  not  pertain  to 
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the  substance  of  the  anti-fraud  violations  Nees  has  been  found  to  have 
committed.  They  relate  instead  to  the  registration  requirements  under 
Section  5  of  the  Securities  Act  of  1933.  15  U.S.C.  77e,  which  other  of 
the  respondents,  but  not  Nees,  were  found  to  have  violated  (R.  2007- 
2008).  The  hearing  examiner  explicitly  ruled  that  this  stipulation  was 
not  binding  upon  Nees  since  he  was  not  present  (R.  In).  Nees  makes  no 
showing  that  the  Commission  improperly  relied  upon  it  against  him. 

With  respect  to  proof  of  Nees's  use  of  the  jurisdictional  means 
the  record  is  replete  with  evidence  supporting  the  Commission's  jurisdic- 
tion to  take  remedial  action  against  Nees.  When  Nees  voluntarily  took 
the  stand  at  the  reopened  hearings,  he  himself  confirmed  the  investors' 
testimony  that  he  had  used  the  mails  in  connection  with  the  sale  to  them 
of  Jayark  securities  (e^^,  R.  216-217,  221,  563-564,  599,  602);  that  he 
also  used  the  telephone— an  instrumentality  of  interstate  commerce 
MZzel  V.  Fields.  386  F.  2d  718,  727-728  (C.A.  8,  1967),  certiorari  denied. 
390  U.S.  951  (1968)— is  likewise  clear  (e.g..  R.  211,  349,  599,  603-604). 
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CONCLUSION 
For  the  reasons  stated,  the  order  of  the  Commission  barring 
Nees  from  association  with  any  broker  or  dealer  should  be  affirmed. 

Respectfully  submitted. 
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NO.       2  2  4  8  7 

IN  THE   UNITED  STATES  COURT   OF  APPEALS 

FOR   THE  NINTH   CIRCUIT 

ROBERT   W.    NEES, 

Petitioner, 

vs. 

SECURITIES  AND 
EXCHANGE  COMMISSION, 

Respondent. 


BRIEF   FOR    PETITIONER 


STATUTORY  BASIS  OF  APPEAL 

On  July  14,    1967,    by  Order  No.    34-8123  issued  by 
respondent  in  a  proceeding  under  §§15(b)  and  15A  of  Securities 
and  Exchange  Act  of  1934,   petitioner  was  barred  from,  associ- 
ation with  a  broker-dealer.     Petitioner's  Petition  for  Rehearing 
was  denied  by  order  of  respondent  dated  November  1,    1967. 

Thereafter  petitioner  filed  a  timiely  notice  of  appeal  to 
this  court. 

This  court  has  jurisdiction  to  review  the  orders  of  respond- 
ent pursuant  to  §9  of  the  Securities  Act  of  1933  and  §25  of  the 
Securities  and  Exchange  Act  of  1934. 

(References  herein  are  to  pages  of  the  transcript  of 
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record  unless  otherwise  indicated). 

STATEMENT   OF   THE   CASE 
I 
Proceedings  to  Date 

On  October  20,    1964,    respondent  issued  its  Order  for  Pub- 
lic Proceedings  pursuant  to  §  15(b)  and  §15A  of  the  Securities  and 
Exchange  Act  of  1934  (Order)  to  determine  whether  the  broker- 
dealer  registration  of  Century  Securities  Company  should  be  re- 
voked and  whether  certain  persons  including  petitioner  should  be 
found  to  be  a  cause  of  the  order  of  revocation  of  the  aforementioned 
broker-dealer  registration  (1228-1232).     The  order  alleged  that 
during  the  period  of  January  1,    1963  to  October  20,    1964  the  re- 
spondents,  singly  and  in  concert,    sold  and  delivered  unregistered 
stock  of  JAYARK  Films  Corporation  (JAYARK)  and  of  Kramer- 
American  Corporation  (KAC)  and  made  certain  false  and  mislead- 
ing statements  in  the  offer  and  sale  of  such  stock  in  wilful  vio- 
lation of  the  anti-fraud  provisions  of  the  Securities  Act  of  1933 
and  the  Securities  and  Exchange  Act  of  1934. 

Petitioner  was  duly  served  with  the  order  for  Public  Pro- 
ceedings and,    pro  se,   filed  a  general  denial  (1259).     On  July  5, 
1965,    respondent  Commission  entered  its  Order  for  Hearing 
setting  August  9,    1965  at  Los  Angeles,   as  the  time  and  place  of 
the  hearing  in  such  proceedings  (1274),   pursuant  to  which  hearings 
were  held  before  the  Hearing  Examiner  on  August  9,    25,    26  and 
27,    1965,   at  which  respondents  thereto  other  than  petitioner  were 


present,   none  represented  by  counsel  (1-544).     (Said  hearings 
are  hereinafter  sometinnes  referred  to  as  "the  August  hearings"). 

Said  Order  for  Hearing  was  never  served  on  petitioner, 
who  had  moved  outside  the  State  of  California,   and  who,    on  learn- 
ing of  the  August  hearings,   in  September,    1965.    moved  to  reopen 
the  hearings  for  the  purpose  of  interposing  his  defense  (1361), 
which  motion  was  granted  by  Order  of  the  Hearing  Examiner 
December  3,    1965  (1382),    in  which  said  examiner  specifically 
found: 

"There  is,   therefore,   a  failure  of  proof 
that  Nees  has  been  duly  notified  of  the  hearing 
within  the  meaning  of  Rule  6(e).     It  follows  that 
he  did  not  default.     Absent  default.   Rule  12(d) 
of  the  Commission's  Rules  of  Practice  providing 
certain  conditions  precedent  to  the  granting  of 
a  motion  to  set  aside  a  default  does  not  apply,  " 

and  thereupon  ordered  further  hearing. 

Such  hearing  was  set  for  February  14,    1966  (1547).     In 
conjunction  therewith  petitioner  files  Request  for  Clarification  of 
Record  (1548,    1565-1566),    contending  that  pursuant  to  Rule  14(a), 
Rules  of  Practice  of  the  respondent  Commission,   and  5  U.S.C.A. 
1006(c),   nothing  stood  in  the  record  against  him  by  virtue  of  the 
hearings  of  August,    1965,   and  that  he  was  entitled  in  effect,   to 
a  hearing  de  novo  (1561-1562). 

At  the  reopened  hearing  February  14,    1966,    contrary  to 
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such  contentions,   the  Hearing  Examiner  held  the  record  of  the 
August  hearings  stood  against  petitioner  (547;  557-559).     Such 
record  included  certain  stipulations  entered  into  during  the 
August  hearings  by  and  between  counsel  for  the  Division  of 
Trading  and  Markets  of  respondent  Commission,   the  Division 
and  the  respondents  thereto  then  present  (6;  558). 

At  the  hearing  of  February  14,    1966,   the  Division  relied 
upon  the  record  of  the  August  hearings  as  constituting  its  case 
against  petitioner;  presented  two  investor-witnesses;  asked  each 
if  his  testimony  would  be  substantially  similar  to  that  given  in 
the  August  hearings;  and  rested  its  case  (559-562;  593).     Peti- 
tioner's counsel  of  record  and  the  counsel  for  other  respondents 
then  conducted  cross-examination  of  said  witnesses  (562-592; 
594-596).     Petitioner  testified  in  his  own  behalf  (596-609). 

At  the  conclusion  of  the  Division's  case  as  thus  presented, 
petitioner  restated  his  objections  to  admission  of  the  prior  record 
relating  to  the  August  hearings  (609). 

On  August  31,    1966,   the  Initial  Decision  of  the  Hearing 
Officer  was  filed  sustaining  against  petitioner  certain  of  the 
allegations  of  the  proceeding  and  barring  hinn  from  being  associ- 
ated with  a  dealer  or  broker  (1669-1705),   which  decision  relied 
upon  testimony  adduced  at  the  August  hearings  and  evidence  ad- 
mitted at  said  hearings  pursuant  to  stipulation  of  respondents 
thereto  other  than  petitioner. 

Pursuant  to  Order  for  Review  of  Initial  Decision  (1754), 
the  respondent  Commission  ordered  a  review,   and  on  July  14, 
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1967,    release  No.    34-8123,    issued  its  Findings  and  Opinion,    in 
effect  affirming  the  Initial  Decision  as  to  petitioner  (2000-2012). 
In  said  release  the  respondent  Commission  stated  (2010): 

"The  Hearing  Examiner  on  December  3, 
1965  concluded  that  there  was  a  failure  of  proof 
that  Nees  had  been  duly  notified  of  the  hearing 
within  the  meaning  of  Rule  6(e)  of  our  Rule  of 
Practice,    and  ordered  the  hearings  reopened 
to  permit  Nees  to  interpose  a  defense.     Although 
Nees,    in  our  opinion,   was  duly  notified  of  the 
hearing,  we  think  the  examiner  properly  exercised 
his  discretion  in  reopening  the  hearings.  " 

Petitioner  then  filed  a  Petition  for  Rehearing  of  such  action 
by  respondent  Commission,   asserting  inter  alia  that  his  con- 
stitutional right  of  due  process  had  been  violated  in  that  he  had 
not  been  granted  a  hearing  de  novo  upon  the  charges  against  him. 
On  November  1,    1967,    respondent  Commission  issued  its  Memo- 
randum Opinion  and  Order  Denying  Rehearing  (2013-2017), 
stating  with  reference  to  Petitioner's  contention: 

"Nees'  argument  with  respect  to  the 
examiner's  finding  that  he  was  not  duly  iiotified  of 
the  principal  hearing  -  a  finding  with  which  we 
expressly  disagreed  -  was  discussed  at  length 
in  our  decision  and  our  findings  need  not  be 
repeated  here. "    (2016) 


Prior  to  the  initial  decision  of  the  Hearing  Examiner, 
respondent  acknowledged  it  would  make  no  proposed  findings  that 
any  of  the  individual  respondents,    including  petitioner,   had  sold 
unregistered  shares  of  Kramer-American  stock  (1638). 

In  his  Initial  Decision  the  Hearing  Examiner  concluded 
that  petitioner  had  wilfully  violated  §§  17(a)  of  the  Securities  Act 
and  §§10(b)  and  15(c)(1)  of  the  Exchange  Act  and  Rules  lOb-5  and 
15c  1-2  thereunder.     (1702).     The  examiner  ordered  that  peti- 
tioner be  barred  from  being  associated  with  a  broker-dealer  and 
imposed  lesser  sanctions  upon  the  other  respondents  (1704). 

In  its  Findings  and  Opinion,    in  effect  affirming  the  Initial 
Decision,   respondent  Commission  ordered  that  all  individual 
respondents  be  barred  permanently  from  being  associated  with  a 
broker-dealer  (2011).     This  sanction  was  not  changed  by  the  re- 
spondent Commission  in  its  Order  Denying  Rehearing  (2013-2017). 

II 

The  Facts  of  This  Case 

As  already  indicated,   the  Hearing  Examiner  ruled  that 
the  evidence  introduced  at  the  August  hearings  would  remain  a 
part  of  the  record  at  the  reopened  hearing  held  February  14,    1966 
at  the  request  of  petitioner,   and  he  was  then  given  "an  opportunity 
to  respond  to  such  evidence  as  ha[d]  been  introduced"  (549; 
549-559).     Counsel  for  petitioner  then  took  the  position,   as  is 
now  taken,   that  such  record,   which  included  stipulations  not 
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entered  into  by  petitioner,    could  not  stand  against  petitioner. 
The  Hearing  Examiner  then  acknowledged  that  a  "good  part  of  the 
record  of  the  JAYARK--that  portion  of  the  record- -was  intro- 
duced by  stipulation"  (558),   but  held  his  ruling  binding  petitioner 
to  the  record  of  the  August  hearings  must  stand  against  peti- 
tioner (559). 

Counsel  for  petitioner  again  objected  that  such  record 
constituted  rank  hearsay  against  petitioner  (560).     The  Hearing 
Examiner  then  asked  of  said  counsel  whether  he  had  read  the  tes- 
tinnony  of  two  complaining    witnesses  as  recorded  at  the  August 
hearings  and  ordered  the  hearing  of  February  14,    1966  to  proceed, 
giving  counsel  only  the  opportunity  to  cross-examine  such  wit- 
nesses on  the  basis  of  their  prior  testimony  as  so  recorded  (561). 
Consequently,    counsel  for  the  Division  of  Trading  and  Markets 
merely  asked  each  of  said  witnesses  whether,   if  he  were  to  tes- 
tify on  the  same  subject  matter  that  day,    February  14,    1966,   his 
testimony  would  be  the  sanae  as  it  was  in  August  of  1965,   to  which 
the  reply  was  affirmative  (562-593).     Thereupon  said  witnesses 
were  turned  over  to  counsel  for  petitioner  for  cross-examination 
(562;  593). 

Petitioner  then  took  the  witness  stand  and  testified  that 
he  had  not,   to  his  knowledge,   ever  sold  unregistered  shares  of 
stock  of  any  company  involved  in  the  proceeding  (616),   and  was 
not  aware  that  any  shares  of  stock  of  JAYARK  sold  by  him  were, 
in  fact,    unregistered  stock  (617).     He  further  testified  that  he  was 
then  employed  as  a  registered  representative  by  another  broker- 
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dealer  (617);  that  he  had  worked  for  nine  years  as  a  registered 
representative  (619);  and  that  he  went  to  work  for  the  respondent 
broker-dealer  in  July  of  1963. 

Counsel  for  petitioner  once  more  objected  so  far  as  peti- 
tioner was  concerned  to  the  evidence  previously  introduced  at  the 
August  hearings,    making  the  following  statement: 

"MR.    EISENBERG:    I  now  have  before  me  the 
exhibits  which  were  introduced,    I  take  it,    into 
evidence  at  the  hearing  which  was  conducted  on 
August  9,    25,   26,   27,    1965,   I  would  like  to  take 
this  opportunity  to  object  to  each  and  every  ex- 
hibit in  there  on  the  basis  that  there  was  either 
an  improper  or  no  foundation  to  their  admission, 
that  there  was  no  oral  or  an  improper  authen- 
tication; there  was  no  showing  that  the  exhibits 
that  were  introduced  were  best  evidence  and 
that  each  and  every  exhibit  in  there  is  hearsay 
as  to  Respondent,   Mr.   Nees.  " 

The  Hearing  Examiner  overruled  such  objection  on  the 
basis  of  his  prior  ruling  as  previously  referred  to  herein  (633). 


SPECIFICATION  OF   ERRORS   RELIED  UPON 

The  respondent  Commission  erred  in  denying  petitioner's 
Petition  for  Rehearing,    upon  the  ground  that  there  was  no  sub- 
stantial evidence  to  support  the  finding  that  petitioner  had  made 
false  or  fraudulent  representations  causing  any  investor  to  pur- 
chase JAYARK   stock  and  the  resultant  order  that  petitioner  be 
barred  from  association  with  any  broker-dealer;    the  issuance 
of  said  order  was  in  violation  of  petitioner's  right  to  due  process 
of  law  for  failure  to  give  him  notice  of  the  August  hearing  at 
which  was  adduced  the  substantial  portion  of  evidence  relied 
upon  by  the  respondent  Commission  in  said  Findings  and  Order; 
said  Findings  and  Order  were  and  are  contrary  to  law  in  that  the 
same  may  not  be  entered  against  petitioner  without  support  of 
evidence  lawfully  produced  against  him  in  his  presence;    the  re- 
spondent Commission  was  without  jurisdiction  to  make  such 
findings  and  order  in  that  the  facts  adduced  purporting  to  estab- 
lish such  jurisdiction  were  in  the  form  of  evidence  submitted 
and  stipulations  made  at  said  August  hearings  in  the  absence  of 
petitioner,    without  his  consent,    and  without  due  notice  to  him  of 
said  hearing. 
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QUESTIONS   PRESENTED 
I 

Was  there  evidence  lawfully  presented  at  the  hearings 
conducted  by  respondent  Commission  sufficient  to  sustain  a 
finding  that  petitioner  had  made  false  or  fraudulent  representa- 
tions causing  any  investor  to  purchase   JAYARK   stock? 

II 

In  the  totality  of  the  circumstances  surrounding  petitioner's 
hearing  and  being  the  subject  to  an  order  barring  him  from 
association  with  any  broker-dealer,    was  he  deprived  of  his  right 
to  due  process  of  law? 

(a)  Was  the  respondent  Commission  bound 
by  the  finding  of  the  Hearing  Examiner  that  peti- 
tioner did  not  receive  due  notice  of  the  August  hearings  ? 

(b)  If  petitioner  did  not  receive  such  due 
notice,    was  petitioner  bound  by  the  record  of  the 
August  hearings,    at  which  he  was  not  present,    or 
was  he  entitled  to  a  hearing  de  novo  ? 

SUMMARY   OF   ARGUMENT 

In  the  totality  of  the  circumstances  surrounding  the 
hearings  held  before  respondent  Commission  resulting  in  the 
issuance  of  a  bar  order  against  petitioner,    petitioner  did  not 
receive  a  fair  hearing  within  the  concept  of  due  process  of  law. 
Further,    in  the  conduct  of  the  hearings  by  the  Hearing  Examiner, 
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whose  decision  was  confirmed  by  respondent  Commission, 
rulings  were  made  against  petitioner  which  were  contrary  to 
law  in  substantial  respects. 


I 

CONFIRMATION   BY    RESPONDENT   COMMIS- 
lON   OF    THE   HEARING    EXAMINER'S    RULINGS 
DENYING    MOTIONS   AND   OVERRULING    OB- 
JECTIONS  OF    PETITIONER   WAS   ERRONEOUS 
AND   PREJUDICIAL. 


A.  TESTIMONY   ADDUCED  AT   THE   AUGUST 

HEARINGS   MAY   NOT   BE   HELD   AGAINST 
PETITIONER 


Section  5(c)    of  the  Administrative  Procedure  Act 
(5  U,  S.  C.  A.    §1004(c)    )  provides,    in  pertinent  part: 

"...    no  such  officer   [Hearing  Examiner]  shall 
consult  any  person  or  party  on  any  fact  in  issue 
unless  upon  notice  and  opportunity  for  all  parties 
to  participate.     .     .     " 

It  is  an  uncontroverted  fact  recognized  by  the  Hearing 
Examiner  himself  that  petitioner  was  not  served  with  notice  of 
the  August  hearings.     In  his  Order  reopening  the  record    (1382) 
the  Hearing  Examiner  found  that  petitioner  had  left  a  change  of 
address  with  the  post  office  and  that  such  fact  obviated    the 
possibility  of  any  attempt  at  avoidance  of  service  upon  him.     Thus, 
the  failure  of  service  upon  petitioner  could  not  be  attributed  to 
fault  on  his  part.    On  the  other  hand,    the  Division  could  have 
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assured  itself  that  service  was  made  upon  petitioner  simply  by- 
undertaking  the  same  inquiry  of  the  Post  Office  Department 
which  the  Hearing  Examiner  described  in  a  footnote  to  his  Order 
reopening  the  record.     Therefore,    it  can  be  concluded  contrary 
to  the  opinion  of  the  respondent  Commission   (2010)    that  the 
failure  to  accomplish  service  on  petitioner  was  due  to  the  Divi- 
sion's negligence. 

That  negligence  and  the  Hearing  Examiner's  rulings 
binding  petitioner  to  the  record  of  the  August  hearings  were 
prejudicial  to  the  rights  of  petitioner.     The  motions  made  on  his 
behalf  respecting  applicability  of  that  record  arose  precisely 
because  of  his  absence  from  the  August  hearings  due  to  lack  of 
notice.    It  would  be  almost  amusing,    if  the  consequences  to  him 
were  not  so  drastic  to  reflect  upon  the  Division's  assertion,    made 
on  page  4  of  its  Response     to  Request  for  Clarification  of  Content 
of  Record,    that  petitioner   "has  not  been  diligent"    and  that  his 
assertion  of  his  fundamental  rights  of  due  process  is    "untimely" 
(1555).     To  accept  such  assertions  would  render  meaningless  the 
writs  and  procedures  on  appeal  made  available  to  protect  the 
basic  right  of  due  process.    Yet  it  is  apparent  in  the  final  analysis 
that  the  Hearing  Examiner   and    respondent  Commission  did  accept 
them. 

It  is  recognized  that  strict  rules  for  the  admission  of 
evidence  in  courts  of  law  may  be  relaxed  somiewhat  in  an  admini- 
strative proceeding.     But  fundamental  fairness  must  be  preserved. 
Rosedale  Coal  Co.    v.    Director  of  U.  S.    Bureau  of  Mines,    247  F.  2d 
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299   (1957).    Even  in  an  administrative  proceeding,   one  person 
cannot  be  held  responsible  for  the  actions  and  statements  of 
another  in  the  absence  of  conspiracy  or  agreement.     In  General 
Foods  Corp.   v.    Brannan,    170  F.  2d  220    (7th  Cir.    1948),    the 
Court,    dealing  with  a  complaint  alleging  manipulation  under  the 
Commodity  Exchange  Act  ,    stated   (at  p.    225): 

"  .     .     .     it  is  true,    of  course,    as  asserted  by 
the  government,    that  strict  rules  of  procedure,    in- 
cluding the  admissibility  of  evidence,    inherent  in 
criminal  and  common  law  proceedings,    are  not  appli- 
cable to  administrative  proceedings.     But  no  court, 
so  far  as  we  are  aware,    and  we  do  not  propose  to  be 
the  first,    has  held  in  an  administrative  proceeding 
or  any  other  kind  that  one  person  can  be  held  responsi- 
ble for  the  actions  and  statement  of  another  in  the 
absence  of  a  conspiracy  or  agreement.  " 

The  denial  of  the  right  of  cross-examination  and  the  bas- 
ing of  inference  upon  inference  is  not  authorized  even  in  the  con- 
duct of  a  hearing  by  an  administrative  officer,    Automobile  Sales 
Co.    V.    Bowles,    58  F.  Supp.    469    (1945),    nor  can  an  administra- 
tive agency  even  limit  the  right  of  cross-examination  unduly. 
Giant  Food,    Inc.    v.    F.  T.  C.  ,    322  F.  2d  977,    116  U.  S.  App.  DC 
277,    cert,    dismissed  84  S.  Ct.    1121,    376  U.  S.    967,    12  L.  Ed.  2d 
82   (1963). 

In  the  instant  case,    petitioner  was  denied  completely  the 
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right  to  cross-examine  all  but  the  two  investor  witnesses  called 
to  the  re-opened  hearing  held  February  14,    1966.    When  all  is 
said  and  done  it  may  be  seen  that  it  took  the  testimony  of  other 
witnesses,    plus  stipulations  by  the  other  parties  plus  evidence 
admitted  without  objection  by  the  other  parties  all  at  the  August 
hearings  to  constitute  even  a  prima  facie  case  against  petitioner. 


B.  THE   HEARING    EXAMINER'S    RULINGS 

RESPECTING    THE    RECORD  AGAINST 
PETITIONER  WERE   ERRONEOUS   UNDER 
THE    RESPONDENT   COMMISSION'S   OWN 
RULES   OF    PRACTICE 


Under  the  respondent  Commission's  own  Rules  of  Practice, 
a  deposition  may  be  taken  only  after  a  showing  that    "a  prospective 
witness  may  be  unable  to  attend  or  may  be  prevented  from  attend- 
ing a  hearing,   that  his  testimony  is  material  and  that  it  is  neces- 
sary to  take  his  deposition  in  the  interest  of  justice.  "    (S.  E.  C. 
Rules  of  Practice  17  C.  F.  R.  ,    §201.  15(a).)    Provision     is  also 
made  for  notifying  the  other  parties.     The  right  to  cross-examine 
a  deponent,    and  to  object  to  questions  or  evidence,    are  expressly 
assured  at  the  time  the  deposition  is  taken.     (S.  E.  C.    Rules  of 
Practice,    17C.F.  R.  ,    §201.  15(a).) 

It  is  significant  that  the  respondent  Commission's  Rules 
of  Practice  then  go  on  to  provide  that  a  deposition,    even  though 
cross-examination  is  assured  at  the  time  the  deposition  is  taken, 
may  be  admitted  into  evidence  only  if  it  can  be  shown  that  the 
witness  is  unavailable  to  testify  at  the  hearing  or,     "upon  application 
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and  notice,   that  such  exceptional  circumstances  as  to  make  it 
desirable,    in  the  interest  of  justice  and  with  due  regard  to  the 
importance  of  presenting  the  testimony  of  witnesses  orally  in 
open  hearing,    to  allow  the  deposition  to  be  used.  "    (S.  E.  C.    Rules 
of  Practice,    17  C.  F.  R.  ,    §201.  15(b).  )    [Emphasis  added] 

It  appears  obvious  that  in  framing  the  foregoing  provisions 
of  its  own  Rules  of  Practice,    the  respondent  Commission  pro- 
ceeded with  three  recognized  principles  in  mind: 

a.  The  right  to  cross-examine  at  each  stage  of 
the  proceeding  at  which  testimony  is  taken, 
even  as  to  a  deposition  which  may  never  be 
used,    must  be  preserved. 

b.  The  right  to  object  to  questions  or  evidence 
at  each  stage  of  the  proceeding,    even  as  to 
a  deposition  which  may  never  be  used,    is 
essential  to  a  fair  trial. 

c.  ".     .     .     [T]he  importance  of  presenting  testi- 
mony of  witnesses  orally  in  open  hearing.    .     .  " 
is  universally  recognized  as  enabling  the  trier 
of  fact  to  observe  the  demeanor  of  witnesses, 
to  hear  their  tone  of  voice,    to  see  their  car- 
riage,   to  listen  for  their  pauses  in  answering 
questions,     "to  judge  of  their  characters  by 
their  faces"  —       while  giving  testimony. 


y  Wellman,    The  Art  of  Cross -Examination,    p.    8   (4th  Ed.  , 

1932) 
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It  is>    likewise,    the  only  means  by  which  an 
adverse  party  can  properly  prepare  for  the 
ordeal  of  cross-examination.    A  transcript 
is  but  a  poor  substitute  for  oral  testimony. 
The  respondent  Commissions's  own  Rules  of 
Practice  recognize  this  fundamental  principle. 

Petitioner  clearly  was  denied  these  rights.    In  effect,    the 
evidence  admitted  into  the  record  as  against  him  prior  to  the 
August  hearings,    either  by  stipulation  of  the    other  parties  or 
without  objection  by  the  other  parties,    implicitly  was  held  to  be 
binding  upon  him,    even  though  he  was  neither  present  nor  repre- 
sented at  the  time,    and  no  foundation  for  the  admission  of  such 
evidence  as  against  him  was  ever  made.    His  objections  to  this 
procedure  were  summarily  overruled  by  the  Hearing  Examiner 
and  blithely  ignored  by  the  respondent  Commiission, 

There  is  miore  than  a  touch  of  irony  in  the  observation 
that,    if  the  oral  testimony  elicited  before  petitioner  became  a 
participant  in  the  later   (August  )    hearings  and  now  being  used 
against  him,    had  been  adduced  by  deposition,    the  Commission's 
Rules  of  Practice  as  shown  would  protect  Nees  from  this  negation 
of  his  fundamental  rights  to  object  to  questions  and  to  cross- 
examine  at  the  time  the  testimony  was  adduced.    Moreover,    this 
observation  is  even  more  appropriate  with  respect  to  the  evidence 
introduced  without  objection  by  other  parties  or  stipulated  into  the 
record  by  other  parties  used  to  make  out  a  case  against  petitioner. 
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The  procedure  employed  mocks  the  standard  of  substantial  justice 
and  fair  play  which  the  Rules  of  Practice  purport  to  represent. 
"We  hold  that  defendant's  reception  of 
evidence,    out  of  the  presence  of  plaintiffs  and 
without  notice  to  them  or  their  attorneys,    if 
pro^  ed,    deprived  plaintiffs  of  a  fair  hearing,    in 
violation  of  due  process  under  the  5th  amendment 
to  the  constitution  of  the  United  States.    ..." 
Brown  -  Pacific -Maxon  Co.    v.    Toner, 
255  F.  2d  611    (7th  Cir.    1968). 


II 

THE  FINDINGS   OF    FACT   IN    THE   INITIAL  DE 
CISION  AND  FINDINGS  AND  OPINION  OF    RE- 
SPONDENT  COMMISSION   ARE   CLEARLY 
ERRONEOUS 


There  was  no  proof  of  jurisdiction  of  or  the  falsity  of  any 
representation  allegedly  made  by  petitioner.     Only  two  witnesses 
were  called  by  the  Division  to  testify  at  the  second  hearing.     Both 
of  these  were  investors  who  had  testified  for  the  Division  at  the 
August  hearings.    In  substance,    each  in  turn  was  asked  by  Division 
counsel  whether  he  would  testify  to  the  same  answers,    if  asked 
the  same  questions  as  at  the  original  hearings;    replied  affirma- 
tively;  and  was  turned  over  for  cross-examination. 

The  Court  is  respectfully  urged  to  read  carefully  the  testi- 
mony of  these  two  witnesses  upon  cross-examination  and  to  note 
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the  contrast  from  their  testimony  at  the  original  hearings.     It  will 
be  observed  that  Book's  testimony,    relatively  smooth  and  consis- 
tent at  the  original  hearings,   because  confused  and  self-contra- 
dictory when  cross-examined  at  the  second  hearing.    Subtle  but 
important  and  crucial  distinctions  m  representations  attributed 
to  petitioner  appeared  upon  cross-examination.     The  value  of 
confrontation  at  the  time  direct  testimony  is  elicited  was  never 
more  vividly  illustrated, 

"We  do  not  think  the  weight  of  the  facts  can  attach 
very  much  importance  to  the  testimony  of  a  witness 
who  testifies  both  ways  on  the  same  point.  "    General 
Foods  Corp.    v.    Brannan,    170  F.  2d  220,    227    (7th  Cir. 
1948). 

The  only  other  witness,    Heuvel,   failed  to  make  any  asser- 
tion on  cross-examination  detrimental  to  petitioner. 

No  jurisdictional  evidence  was  introduced  at  the  second 
hearing.    No  proof  of  falsity  was  offered.    No  documentary  evidence 
was  offered.    Yet  the  Hearing  Examiner  found  no  difficulty  m 
attributing  to  petitioner  facts  introduced  into  the  record  at  the 
first  hearing  upon  stipulation  of  the  other  parties  or  in  the  absence 
of  objection  by  the  other  parties. 

This  procedure,    convenient  though  it  may  be  for  the 
Division  to  follow,    lacks  even  a  modicum  of  fairness. 

"To  experienced  lawyers  it  is  commonplace 

that  the  outcome  of  a  lawsuit  --  and  hence  the 
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vindication  of  legal  rights  --  depends  more  often 
on  how  the  factfinder  appraises  the  facts  than  on 
a  disputed  construction  of  a  statute  or  interpreta- 
tion of  a  line  of  precedents.     Thus  the  procedures 
by  which  the  facts  of  a  case  are  determined  assume 
an  importance  fully  as  great  as  the  validity  of  the 
substantive  rule  to  be  applied.    And  the  more  im- 
portant the  rights  at  stake  the  more  important 
must  be  the  procedural  safeguards  surrounding 
those  rights.  " 

Speiser  v.    Randall,    78  S.  Ct.  1332,    357  U.S.  513, 

2  L.  Ed.  2d  1460    (1958),     re-hearing  den. 

79  S.  Ct.    12,    358  U.  S.  860,    3  L.  Ed.  2d  95. 


Ill 

THE  RESPONDENT  COMMISSION  WAS  BOUND 
BY  THE  HEARING  EXAMINER'S  FINDING  RE- 
SPECTING  NOTICE    TO   PETITIONER 


As  may  be  seen  from  the  record,    the  respondent  Commis- 
sion in  its  Findings  and  Opinion  affirming  the  Initial  Decision  of 
the  Hearing  Examiner,    took  note  of  the  examiner's  finding  that 
petitioner  had  not  been  notified  of  the  August  hearings  and  then 
went  on  to  state  that  in  its  opinion  petitioner  had  been  duly  notified 
of  such  hearings  but  that  the  examiner  had   "properly  exercised 
his  discretion  in  re-opening  the  hearings.  ".     (2010)     In  its  Order 
Denying  petitioner's  request  for  rehearing  respondent  Commission 

19. 


expressly  disagreed  with  the  finding  of  the  Hearing  Examiner 
(2016),    so  that  it  may  well  be  said  that  the  respondent  Commis- 
sion has  almost  blithely  ignored  the  important  and  significant 
finding  as  to  due  notice. 

It  is  submitted  that  the  finding  of  the  Hearing  Examiner  to 
the  effect  that  petitioner  had  not  been  given  due  notice  of  the  first 
four  days  of  hearings    (the  August  hearings)    must  stand  despite  the 
respondent  Commission's  attempt  to  brush  it  aside.     In  a  proceeding 
to  review  an  administrative  order,    the  Court  of  Appeals  cannot 
lightly  brush  aside  findings  of  the  trial  examiner  even  though  such 
findings  were  rejected  by  agency.     United  States  Steel  Company  v. 
National  Labor  Relations  Board,    196  F.  2d  (1952).    See  Allentown 
Broadcasting  Corporation  v.   Federal  Communications  Commission, 
222  F.  2d  781  (1954);   National  Labor  Relations  Board  v.    Local  160 
International  Hod  Carriers,    Etc.  ,    268  F.  2d  185    (1959). 

It  would  appear  that  when  the  Hearing  Examiner  has  taken 
into  consideration  the  affidavits  in  support  of  petitioner's  request 
to  re -open  the  hearings  as  to  hiin,    directly  heard  the  arguments 
of  counsel  in  these  respects,    and  made  a  finding  of  fact  based 
thereon,    the  respondent  Commission  must,    under  the  foregoing 
authorities  be  bound  by  such  finding  so  far  as  the  question  of  due 
notice  is  concerned.     It  is  elementary  that  when  an  administrative 
agency  decision  is  not  supported  by  the  record  as  a  whole  when 
Hearing  Examiner's  decision  is  included,    the  Appellate  Court 
may  reverse.     Burton-Dixie  Corporation  v.    Federal  Trade 
Commission,    240  F.  2d  166    (1957). 
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IV 

IN   THE   TOTALITY    OF    THE   CIRCUMSTANCES 
PETITIONER   HAS   BEEN    DENIED  FUNDA- 
MENTAL  RIGHTS   OF    DUE   PROCESS 


The  issues  presented  by  the  record  are  clear: 

(1)  If  petitioner  was  not  notified  of  the  August  hearings, 
as  found  by  the  Hearing  Commissioner,    should  the  record  of 
such  hearings    (including  stipulations  affecting  jurisdiction  in 
which  he  did  not  join)    have  been  admitted  against  him  in  the  later 
(February,    1966)    hearings? 

(2)  Even  if  the  respondent  Commission  acted  lawfully  in 
overruling  such  finding  by  the  Hearing  Commissioner,    should 
the  record  of  the  August  hearings  have  been  admitted  against  him 
in  the  later    (February,    1966)    hearings? 

Petitioner  has  already  submitted  that  based  on  the  record 
a  patent  error  was  made  by  the  respondent  Commission  resulting 
in  violation  of  the  most  basic  of  constitutional  rights  to  be 
accorded  petitioner,    his  right  to  due  process.     It  is  incontrovert- 
ible that  the  Hearing  Examiner  expressly  found  petitioner  had  not 
been  duly  notified  of  the  August  hearings    (which  lasted  four  of  the 
total  of  five  days  involved)   yet  admitted  against  him  the  full 
record  of  such  hearings,    at  which  petitioner  was  not  present  and 
at  which  stipulations  concerning  substantial  matters  were  entered 
into  in  order  to  establish  the  case  found  against  the  petitioner  by 
respondent  Commission. 

This  compounding  of  error  was  further  compounded  by 
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the  respondent  Commission  in  its  final  position  as  taken  in  its 
Memorandum  Opinion  denying  rehearing:    that  it  disagreed  with 
the  Hearing  Examiner's  ruling  that  petitioner  had  not  been  duly 
notified  of  the  August  hearings. 

It  should  be  noted,    too,    that  no  attempt  was  made  at  the 
re-opened  hearing  of  February  14,    1966,    at  which  petitioner  was 
finally  present,    to  have  him  enter  into  the  stipulations  agreed  to 
by  the  other  respondents  at  the  time  of  the  August  hearings.     Such 
stipulations  were  essential  to  the  establishment  of  a  prinna  facie 
case  against  petitioner,    and  even  if  the  record  of  the  August 
hearings  was  properly  held  to  stand  against  petitioner,    he  could 
not  be  bound  by  stipulations  never  proposed  or  agreed  to  by  him. 

Basic  to  the  requirement  of  due  process  of  law  as  under 
the  Fifth  Amendment  to  the  Constitution  of  the  United  States,    is 
the  concept  of  fairness  and  reasonableness.    It  has  been  said  that 
where    "in  the  totality  of  the  circumstances"    the  procedures  were 
so  unfair  as  to  deprive  petitioner  of  a  fair  trial,    due  process  has 
been  denied.    Stoval  v.    Denno,    388  U.  S.    293,    87  S.  Ct.    1967    (1967); 
United  States  v.    Meyers,    381  F.  2d  814,    816-817   (1967).     The 
question  whether  an  administrative  decision  is  supported  by  sub- 
stantial evidence  goes  to  the  reasonableness  of  what  the  agency 
did  on  the  basis  of  the  evidence  before  it,    J.  A.    Terteling  &  Sons, 
Inc.    V.    United  States,    390  F.  2d  926    (1968). 

Surely  it  may  be  seen  that  in  the  context  of  this  case, 
"in  the  totality  of  the  circumstances",    the  action  of  the  Hearing 
Examiner,   despite  his  finding  of  lack  of  due  notice,   in  admitting 
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the  record  of  the  August  hearings  against  petitioner  was  unreason- 
able and  unfair,    and  constituted  a  substantial  violation  of  the  rules 
of  evidence.    Worse,    the  ambivalent  position  asserted  by  respon- 
dent Commission  in  saying  at  one  and  the  same  time  that  the 
Hearing  Examiner  acted  withm  his  discretion  m  re-opening  the 
hearings  as  to  petitioner,    and  that  m  respondent  Commission's 
opinion  there  had  been  due  notice  given,    creates  not  only  an  aura 
of  unfairness  and  unreasonableness,   but  of  confusion  and  lack  of 
the  kind  of  precision  required  m  law. 

However  one  characterizes  the  action  of  the  Hearing 
Examiner  and  of  the  respondent  Com.mission,    it  seems  clear,    as 
a  whole,    that  a  mistake  has  been  m_ade  by  the  respondent  Com- 
mission.   In  such  a  situation,    the  Court  of  Appeals  may  vacate 
the  findings  of  the  administrative  agency;    in  the  case  at  hand  it 
appears  the  court  must  do  so.    See  Ng  Yip  Yee  v.    Barber, 
267  F.  2d  206    (1959). 

CONCLUSION 

For  the  reasons  stated,    it  is  respectfully  submitted,  that 
the  order  of  respondent  Commission  barring  petitioner  from 
association  with  a  broker-dealer  should  be  reversed  and  the  cause 
rennanded,   with  an  order  directing  a  new  nearmg. 

Respectfully  submitted, 
SANDER  L.  JOHNSON 
Attorney  for  Petitioner 
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R.    MILO  GILBERT, 
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vs. 
UNITED   STATES   OF   AMERICA, 

Appellee. 
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APPELLANT'S   REPLY   BRIEF 


In  Walsh  v.    United  States,    374  F.  2d  421,    426    (March  3, 
1967),     this  Court  held  that: 

"...    Although  we  do  not  reach  the  question,    it 
APPEARS   LIKELY    that  a  contrary  result  would  run 
afoul  of  the  CONSITUTIONAL   PROTECTION   against 
double  jeopardy.    Ex  parte  Lange,    supra;   Green  v. 
United  States,    supra  .     .     .     (Emphasis  supplied  by 
appellant) 

The  question  before  this  Court  today  is  not  whether  a 
greater  punishment  can  be  inflicted  on  a  defendant  on  retrial  after 
a  reversal  but  whether  a  greater  punishment  has  been  inflicted  on 
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the  appellant  as  a  result  of  the  count  for  count  sentence  at  the 
first  trial. 

This  Court,    in  Gilbert  v.    United  States,    359  F.  2d  285, 
288,     rejected  the  appellant's  assertion  that   "none  of  the  charges 
was  weighed  independently,   but  rather  the    'cumulative  guilt'    of 
the  appellant  in  the  case  as  a  whole,    as  a  gestalt,    was  the  nature 
of  the  judgment  reached.  "    The  Court  further  stated;    "Certainly, 
the  comments  of  the  trial  judge  DO  NOT  BEAR  OUT  Gilbert's 
assertion.  "    (Emphasis  supplied  by  appellant) 

Appellant  urges  that  this  Court,    in  Gilbert  v.    United  States, 
supra,   ruled  that  the  Law  of  the  Case"   was  that  each  count  was 
treated  independently,    individually  or  as  a  single  unit,    in  the  find- 
ing of  guilt.    As  such,    the  sentence  imposed  on  appellant  was  also 
on  a  count  for  count  basis. 

Therefore,    it  becomes  necessary  only  to  examine  whether 
on  retrial  the  trial  judge  could  increase  the  sentence  on  the  indi- 
vidual counts,    not  on  the  multiplicity  of  counts  as  a  general  sen- 
tence and  as  the  Government  asks  this  Court  to  do  when  they  state 
that   "no  greater  punishment  was  in  fact  inflicted.  " 

Appellant   ACTUALLY   COMMENCED   service  of  the  sen- 
tence imposed  at  the  first  trial.     He  was  placed  in  the  Los  Angeles 
County  Jail  as  Judge  Yankwich  continued  a  motion  for  bail  pending 
appeal.    Appellant  did  not  ELECT  NOT   TO  SERVE,    as  was 
required  under  the  law  at  that  time.    He  has  received  full  credit 
for  the  time  spent  in  jail  before  being  released  on  bail,    approxi- 
mately one    (1)   week  later.     The  time  spent  in  the  County  Jail   is 
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A    PART  AND   PARCEL  of  any  subsequent  sentence  which  would 
be  imposed  at  a  retrial  as  a  result  of  a  reversal. 

The  Government's  position  that  the  citing  of  Oksansen  v. 
United  States,    362  F.  2d  74   (8th  Cir.    1966),    cert,    denied    385  U.  S. 
840;    United  States  v.    Sacco,    367  F.  2d  368    (2nd  Cir.    1966);    and 
United  States  v.    Adams,    362  F.  2d  210    (6th  Cir.    1966),     is  not  in 
holding  with  appellant's  position  is,    without  question,    in  error  and 
without  merit.     The  Government  has  indulged  itself  in  flights  of 
pure  fantasy  and  speculation  in  attempting  to  condone  an  arbitrary, 
capricious  and  unconstitutional  act  by  the  trial  judge,    designed 
purely  to   "punish"    the  defendant  who  has  asserted  his  right  to 
appeal,    and  successfully.    In  attempting  to  disqualify  the  above 
cited  cases,    the  Government  asks  this  Court  to  believe  that  a 
different  situation  exists  insofar  as  the  appellant's  position  of  not 
permitting  an  increased  sentence  at  retrial.     In  appellant's  case, 
the  sentence  had  commenced  when  appellant  was  remanded  to  the 
County  Jail  after  sentence  had  been  imposed.    In  each  of  the  above- 
cited  cases  service  of  the  sentence   HAD  COMMENCED.    It  makes 
no  difference  whether  appellant  served  one    (1)    day,    one    (1) 
month  or  one    (1)    year  before  the  reversal.     He   HAD   COMMENCED 
SERVICE   OF    HIS   SENTENCE. 

In  Adams,    supra,    the  Court,    at  page  211,    stated: 
"...    When  the  defendant  was  removed  to  the 
federal  penitentiary,    and  started  to  serve  his  sen- 
tence,   he  was  in  jeopardy  in  the  constitutional 
sense  ..." 
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In  Ex  Parte  Lange..    18  Wall.    163,    21  L.Ed.    872   (1874), 
the  United  States  Supreme  Court  said: 

"  .     .     .     It  is  the  punishment  that  would  legally  follow 
the  second  conviction  which  is  the  real  danger  guarded 
against  by  the  Constitution.    But,    if  after  judgment  has 
been  rendered  on  the  conviction,    and  the  SENTENCE 
OF    THAT   JUDGMENT   EXECUTED   on  the  criminal, 
he  can  be  again  sentenced  on  that  conviction  to  another 
and  different  punishment,    or  to  endure  the  same  pun- 
ishment a  second  time,    is  the  constitutional    restric- 
tion of  any  value  ?    Is  not  its  intent  and  its  spirit  in 
such  a    case  as  much  violated  AS  IF   A  NEW   TRIAL 
HAD   BEEN  HAD,    AND  ON  A   SECOND  CONVICTION 
A   SECOND   PUNISHMENT   INFLICTED? 
"...    The  argument  seems  to  us  irresistible,    and 
we  do  not  doubt  that  the  Constitution  was  DESIGNED 
as  much   TO   PREVENT   the  criminal  from  being 
TWICE   PUNISHED  FOR   THE   SAME   OFFENSE   as 
from  being  twice  tried  for  it.    .    .    ."  (Emphasis  supplied 
by  appellant) 

If  the  appellee's  theory  is  allowed  to  stand  then  one  charged 
^nder  law,   who  succesfuUy  appeals,    is  compelled  to  pay  a  terrible 
price  for  exercising  his  constitutional  right  to  appeal.    A  coercion 
will  now  exist  in  this  Circuit  to  forego  the  right  to  appeal  in  the 
fear  of  an  increased  punishment  for  seeking  reversal. 
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In  Patton  v.   North  Carolina,    381  F,  2d  636    (4th  Cir.    1967), 
Judge  Sobeloff  wrote: 

"...    This  is  like  the  'grisly  choice'    disountenanced 
in  Fay  V.    Noia,    373  U.S.    391    (1963).     'The  law  should 
not,    and  in  our  judgment   DOES   NOT,     place  the  defen- 
_  dant  in  such  an  Incredible  dilemma.  '     Green  v.    United 

I  States,    355  U.S.    184   (1957)  ..."  (Emphasis  supplied 

by  appellant) 

In  Green  v.   United  States,   supra,    355  U.S.    184   (1957),    the 
United  States  Supreme  Court  said: 

"...    (T)he  import  of  the   (District)    Court's  ruling 
was  to  condition  his  constitutional  right  to  seek  cor- 
rection upon  the  risk  of  another  sentence,   then  unfore- 
seeable in  nature  and  extent.    THUS,    THOUGH  NOT 
SO  INTENDING,    THE    COURT    'POTENTIALLY   PEN- 
ALIZED'  HIM   FOR  ASSERTING   THE    PRIVILEGE. 
THIS  THE   LAW    'FORBIDS'    ..."  (Emphasis 
supplied  by  appellant) 

This  Court  is  now  faced  with  the    "grisly  choice"    of  allowing 
the  present  sentence,    imposed  at  a  retrial  and  increased  on  each 
individual  count  after  THE   FIRST   SENTENCE    HAD  BEEN  COM- 
MENCED,   to  stand  or  to  order    a  proper  correction  of  the  sen- 
tence to  that  of  the  original  one,    COUNT   FOR   COUNT,    which 
CANNOT    exceed  one    (1)    year   and  one   (1)    day  on  each  count. 

The  Government  offered  this  Court  a  second  point:   that  a 
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greater  punishment  MAY  BE   inflicted  upon  the  defendant  after 
retrial  and  relies   SOLELY   on  the  oft- cited,    but   OUTDATED, 
Stroud  V.    United  States    (1919),     251  U.S.    15,    64  L.Ed. 103, 
40  S.Ct.    50. 

In  Patton  v.    North  Carolina,    supra,    381  F.  2d  636    (4th  Cir. 
1967),    Judge  Sobeloff  succulently   states: 

"...    From  a  reading  of  the  Stroud  opinion,    it  appears 
that  the  case  WAS   ARGUED  to  the  Court  on  the  THEORY 
that  the  defendant  was  put  twice  in  jeopardy  for  the  same 
offense  merely  by  being  retried  on  an  indictment  for  first 
degree  murder.     THERE    IS   NO   INDICATION  THAT   THE 
COURT   WAS    'PRESENTED'    WITH   THE   ARGUMENT 
THAT   THE    RISK  OF   AN    'INCREASED   PENALTY'    ON 
RETRIAL   VIOLATES   THE    DOUBLE   JEOPARDY 
CLAUSE    BY   BEING   A   DOUBLE    PUNISHMENT   FOR 
THE   SAME   OFFENSE.    Stroud  thus  stands  for  NO 
MORE   than  the  well-established  proposition  that  the 
double  jeopardy  clause  does  not  entitle   a    defendant 
who  successfully  attacks  his  conviction  to  absolute 
immunity  from  reprosecution  ..."     (Emphasis 
supplied  by  appellant) 

One,    certainly,    must  give  substantial  weight  to  Judge 
Sobeloff's  opinion.    It  is  a  work  of  considerable  effort  and  meaning 
and  it  embodies  the  very  principles  of  double  jeopardy  as  to  the 
protection  offered  a  defendant   AGAINST   an  increased  sentence 
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after  a  reversal  and  retrial. 

In  the  First  Circuit,   the  Court  stated  in  Marano  v.   United 

States,    374  F.  2d  583,    585: 

"...    As  we  have  recently  held,    a  defendant's  right 
of  appeal  MUST    BE   UNFETTERED   ...    So  far  as 
sentence  is  concerned,   this  principle  cannot  be 
restricted  to  those  situations  in  which  a  defendant, 
in  deciding  whether  to  appeal,    must  contemplate  the 
certainty  of  an  increased  sentence  if  he  obtains  a  new 
trial  and  is  convicted  again.    Not  only  must  he   NOT 
BE   FACED   with  such  certainty  ...    he  likewise 
SHOULD  NOT   HAVE   TO   FEAR   even  the  POSSI- 
BILITY that  his  exercise  of  his  right  to  appeal  will 
result  in  the  imposition  of  a  direct  penalty  for  doing 
so  .     .     .     "   (Emphasis  supplied  by  appellant) 

The  Court,    in  Marano  v.    United  States,    Ibid,     refutes  the 
Government's  point  that  the  total  of  five   (5)    years  appellant  is  now 
serving  is  not  an  increase  in  the  punishment. 

Justice  Traynor,    in  People  v.    Henderson,    60  Cal.  2d  482, 
35  Cal.  Rptr.    77,     386  P.  2d  677   (1963),    speaking  for  the  majority 
held  that    "an  accused  MAY  NOT   BE   GIVEN   a  more  severe 
sentence  on  retrial  obtained  after  a  successful  attack  on  his  first 
conviction.  "   The  Court,    in  overruling  the  case  of  People  v.    Grill, 
151  Cal.    592,     91   Pac.    515,    pointed  out  that  the  United  States 
Supreme  Court  had  held  that  the  double  jeopardy  clause  precluded 
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convicting  a  defendant  of  a  higher  degree  of  a  crime  after  he  had 
secured  a  reversal  of  his  conviction  of  the  lower  degree.    As  such, 
the  Court   (Justice  Traynor)    analogized  that  case.    Green,    supra, 
to  the  instant  situation,    Henderson,    supra,    and  declared  that  since 
the  Green  case  and  a  California  case  following  that  Supreme  Court 
decision.    Green  has  now  established  that  a  reversed  conviction  of  a 
lesser  degree  of  a  crime   precludes  conviction  of  a  higher  degree  on 
retrial,  the  RATIONALE   of  the  case  of  Stroud  v.   United  States, 
supra,   and  People  v.    Grill,   supra,    HAS   BEEN  VITIATED.    (See 
In  Re  Ferguson,    233  Cal.  App.  2d  79,    43  Cal,  Rptr.    325    (1965); 
People  V.    Nanga-Parbet  Ali,    50  Cal.  Rptr.    751,    754   (1967), 

When  the  appellant  suffered  a  first  conviction  the  punishment 
was  one   (1)    year   and   one   (1)    day,     on  each  count,   to  run  consecu- 
tively.   Appellant  ACTUALLY   COMMENCED  SERVICE   OF   THAT 
SENTENCE,    so  that  when  the  reversal  came  he  would  be  ENTITLED 
TO   CREDIT   spent  in  jail  if,    on  retrial,    another  conviction  resulted. 

This  Court  has  joined,    in  Walsh  v.   United  States,   supra, 
with  the  First,   Second,    Fourth,    Fifth,    Sixth,   Seventh  and  Eighth 
Circuits  in  ruling  that  a  sentence   CANNOT   be  increased  on  retrial, 
once  it  has  commenced.    The  Draconian  doctrine  which  Judge  Carr 
set  forth,    and  is  now  urged  by  the  Government,    is  hardly  realistic 
nor  is  it  legal.    The  rationale  presented  by  the  Government  cannot 
be  held  to  be  anything  but  sheer  sophistry. 

True,   thirty-one    (31)    years  and  thirty-one   (31)    days  is  far 
greater  than  five   (5)    years.    But  this  is  as  a  whole,    as  a  general 
sentence.    This  Court  ruled  that  each  count  was  weighed  INDE- 


PENDENTLY,    As  such,   each  count  had  to  receive  a  sentence 
independent  of  the  other.    Judge  Yankwich  chose  to  run  the  sen- 
tences consecutively;   this  was  his  choice.    Judge  Carr  chose  to 
run  the  sentences  concurrently;   this  was  his  choice.     But  Judge 
Carr  could  not  increase   EACH   sentence  on  the  individual  counts. 
To  effect  the  sentence  he  had  in  mind,    five   (5)    years,    he  had  to 
sentence  appellant  to  one   (1)    year  and  one   (1)    day,    consecutively, 
on  five  (5)    counts.    This  he  did  not  do.    His  sentence,   therefore, 
was  illegal  since  it  was  against  the    "Law  of  the  Case",    set  forth 
by  this  Court. 

CONCLUSION 

^H  In  essence,   the  sum  and  substance  of  this  entire  argument 

and  appeal  summarizes  to  a  simple  question: 

Can  a  defendant  sentenced  separately  on  a  multi-count 
indictment  to  consecutive  sentences  of  one   (1)    year  and 
one   (1)    day  on  each  count,    and  who  successfully  obtains 
reversal  of  those  convictions  and  on  retrial  is  acquitted 
of  many  of  the  original  counts,    has  others  dismissed, 
but  is  convicted  of  some  counts  involved  in  the  original 
conviction,    and  actually  commenced  service  of  the  original 
sentences  before  he  was  admitted  to  bail  pending  the  first 
appeal,    incur  a  longer  sentence  on  EACH   of  the  retried 
counts  merely  because  those  longer  sentences  were  to  be 
served  concurrently  and,   therefore,   did  not  exceed  the 
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original  sentences  made  consecutively? 

It  is  submitted  to  this  Court  that,  when  the  component  parts 
of  the  issues  are  broken  down  and  examined,  the  answer  must  be  a 
clear  and  resounding   NO. 

To  quote  the  appellee,    in  Ray  v.    United  States,    372  F.  2d  80, 
83,   this  Court  stated: 

I".     .     .    When  the  District  Court  imposes  sentence  on  a 
multiple  count  indictment,    it  is    HIGHLY  DESIRABLE 
that  he  deal    SEPARATELY  with  EACH  COUNT.    See 
Benson  V.    United  States,    332  F.  2d  288   (5th  Cir.    1964). 
...    In  McDowell  v.    Swope,    183  F,  2d  856    (9th  Cir. 
1960),    this  Court  stated  at  page  858: 

I  ;!c   >;;   ;;;  i}^q  loose  practlce  of  imposing  a  general 
sentence  is  definitely  to  be  DISCOURAGED.  ' 
.     .    .    We  believe  it  appropriate  at  this  time  to  ISSUE 
a  SIMILAR  ADMONITION   .    .    .    (Emphasis  supplied  by 
appellant) 

From  a  detailed  reading  of  appellee's  brief,   page  10,    it 
becomes  quite  evident  that  they  have  misquoted  the  Ray  case  under 
sentences  one   (1)    through  four   (4).    Nowhere  in  the  Ray  case  can 
appellant  find  the  words: 

"...  That  the  trial  court  need  not  treat  the  various 
counts  of  the  indictment  separately  at  the  time  of  sen- 
tencing is  evidenced  further  by  the  fact  that  the  court 
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may  impose  a  general  sentence  covering  all  counts, 
rather  than  an  individual  sentence  for  each  count  ..." 

It  becomes  more  and  more  evident  that,    after  a  thorough 
reading  of  the  appellee's  brief,   the  Government  has  supported 
appellant's  claim  before  this  Court. 

This  Court  has  ruled  that  increased  punishment  should  not 
be  imposed,    as  well,    and  has,    as  evidenced  by  the  Ray  case,    admon- 
ished the  lower  courts  for  exactly  what  is  now  before  this  Court. 

This  Court  now  has  the  opportunity  to  awaken  the  awareness 
of  the  ideal  of  equal  justice  under  law. 

If  this  ruling,    as  set  forth  by  Judge  Carr,    is  now  permitted 
to  stand,   the  Court  may  escape  the  prohibition  from  harsher  penalty 
after  retrial  by  merely  changing  the  total  cumulative  sentence  where 
more  than  one   (1)    count  is  involved. 

The  present  sentence  was  harsher  for  no  discernible  reason. 
This   WAS   NOT    a  case  where  additional  charges  were  had  at  the 
retrial.    If  anything,   the  counts  were  far  less.    This  WAS   NOT  a 
case  where  new  evidence  was  presented.    This  WAS   NOT   a  case 
where  the  sentencing  judge  had  new  evidence  as  to  the  pre-sentence 
investigation  report.    It  was  a  case  where  the  sentence  was  increased 
as  a  PENALTY  for  asserting  the  right  of  appeal  successfully. 

Appellant  was  originally  arrested  on  January  2,    1959  and 
was  released  on  bond  pending  trial  on  January  5,    1959.    Upon  con- 
viction after  his  first  trial,    he  was  sentenced  on  January   22,    1960 
'and  was  remanded  to  custody  immediately  and  commenced  serving 
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his  sentence.    Subsequently,   on  or  about  January  28,    1960  he  was 
released  on  bond  pending  appeal;    and  resumed  serving  his  sentence 
on  December  5,    1966. 

Appellant  is  now  serving  the  sentence  which  started  after  the 
first  trial.    He  returned  to  custody  on  December  5,    1966.    True,    it 
is  not  the  same  sentence  but   SERVICE   HAD   COMMENCED.    By 
this  very  fact,    he  is    PROTECTED  AGAINST   AN  INCREASED 
SENTENCE   at  retrial  under  the  Double  Jeopardy  clause. 

Appellant  respectfully  and  strongly  urges  that  he   HAS   NOW 
SERVED  WELL   BEYOND  the  one   (1)    year  and  one   (1)    day,    and 
thus  he  HAS   COMPLETED  HIS   LEGAL  SENTENCE. 
HE   IS   NOW  ENTITLED   TO   HIS    FREEDOM. 

Respectfully  submitted, 
EDWARD  J.    SKELLY 
Attorney  for  Appellant 
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CERTIFICATE 

I  certify  that,    in  connection  with  the  preparation  of  this 
brief,   I  have  examined  Rules  18,    19  and  39  of  the  United  States 
Court  of  Appeals  for  the  Ninth  Circuit,    and  that,    in  my  opinion, 
the  foregoing  brief  is  in  full  compliance  with  those  rules. 

Is  I  Edward  J.   Skelly 

EDWARD  J.    SKELLY 
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NO.     2  2  4  8  8 

IN   THE  UNITED  STATES  COURT  OF   APPEALS 

FOR   THE   NINTH  CIRCUIT 

R.    MILO  GILBERT, 

Appellant, 
vs. 
UNITED   STATES   OF  AMERICA, 

Appellee. 

APPELLEE'S   BRIEF 


I 
JURISDICTIONAL  STATEMENT 

This  appeal  is  from  an  order  of  the  United  States  District 
Court  for  the  Central  District  of  California  on  September  18,    1967, 
denying  appellant's  motion  pursuant  to  Rule  35  of  the  Federal  Rules 
of  Criminal  Procedure  to  correct  a  sentence  imposed  on  him  on 
September  23,    1963.     The  jurisdiction  of  the  District  Court  was 
predicated  upon  Rule  35,    Federal  Rules  of  Criminal  Procedure. 
This  Court  has  jurisdiction  under  Title  28,    United  States  Code, 
Sections  1291  and  1294. 
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II 

RULE    INVOLVED 

Rule  35,    Federal  Rules  of  Criminal  Procedure,    provides 
as  follows: 

"The  court  may  correct  an  illegal  sentence 
at  any  time  .    .    .    .  " 

III 
STATEMENT   OF    THE   CASE 

On  January  22,    1960,    before  United  States  District  Judge 
Leon  J.    Yankwich  in  the  United  States  District  Court  for  the 
Southern  District  of  California,    Central  Division,    the  appellant  was 
convicted  on  thirty-one  counts  for  violations  of  Title  2  6,    United 
States  Code,    Section  7206(2)  and  Title  18,    United  States  Code, 
Section  1001.     It  was  the  judgment  of  the  Court  that  the  appellant 
be  sentenced  to  a  term  of  one  year  and  one  day  on  each  count  with 
the  sentences  to  run  consecutively,    making  a  total  sentence  of 
thirty-one  years  and  thirty-one  days  [C.  T.    2].   — 

The  Court  of  Appeals  for  the  Ninth  Circuit  reversed  twenty- 
nine  counts  of  the  judgment,    and  the  United  States  Supreme  Court 
reversed  the  remaining  two  counts.      Thereafter,    in  1963,    before 
United  States  District  Judge,   Charles  H.   Carr,    the  appellant  was 


ly  "C.  T.  "  refers  to  Clerk's  Transcript. 
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tried  again  on  the  same  thirty-one  counts  charging  violations  of 
Title  26,    United  States  Code,    Section  7206(2)  and  Title  18,    United 
States  Code,    Section  1001.     On  September  23,    1963,    the  appellant 
was  convicted  on  twelve  counts  charging  violations  of  Title  26, 
United  States  Code,    Section  7206(2),    and  on  three  counts  charging 
violations  of  Title  18,    United  States  Code,    Section  1001.     It  was 
the  judgment  of  the  Court  that  the  appellant  be  sentenced  to  a  term 
of  three  years  on  each  of  the  twelve  counts  charging  violations  of 
Title  26,    United  States  Code,    Section  7206(2),    and  five  years  on 
each  of  the  three  counts  charging  violations  of  Title  18,    United 
States  Code,    Section  1001.     It  was  the  order  of  the  Court  that  the 
sentences  on  all  fifteen  counts  run  concurrently,    making  a  total 
imprisonment  of  five  years  [C.  T.    3]. 

On  August  31,    1967,    the  appellant  filed  a  motion  with  the 
United  States  District  Court  pursuant  to  Rule  35  of  the  Federal 
Rules  of  Criminal  Procedures  alleging  that  the  sentence  of  the 
Court  on  September  23,    1963,    was  illegal  to  the  extent  it  exceed 
the  term  of  one  year  and  one  day  as  imposed  on  each  count  after 
the  initial  trial  [C.  T.    4].     On  September  18,    1967,    the  District 
Court  denied  appellant's  motion  [C.  T.    24].     On  September  27,    1967, 
the  appellant  lodged  with  the  District  Court  a  notice  of  appeal. 

IV 
ISSUES   PRESENTED 

A.  Whether  the  trial  court  may  impose  a  greater  sen- 

tence following  retrial  for  the  same  offense. 
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B.  Whether  the  trial  court  in  fact  imposed  a  greater 

sentence  after  retrial. 


V 

ARGUMENT 


A.  THE    TRIAL  COURT   MAY  IMPOSE   A 

GREATER   SENTENCE   FOLLOWING 
RETRIAL  FOR   THE   SAME    OFFENSE. 


Whether  a  greater  sentence  can  be  imposed  following  a 
retrial  for  the  same  offense  appears  to  be  an  issue  of  first  impres- 
sion in  this  Circuit. 

The  appellant  has  cited  in  his  brief  several  cases  from 
other  Circuits  which  purport  to  disallow  increasing  punishment 
after  retrial  for  the  same  offense. 

Oksanen  v.    United  States,    362  F.  2d  74 

(8th  Cir.    1966),   cert,    denied  385  U.  S»    840; 
United  States  v.    Sacco,    367  F.  2d  368 

(2nd  Cir.    1966); 
United  States  v.   Adams,    362  F.  2d  210 
(6th  Cir.    1966). 
However,    on  close  examination  of  each  of  these  cases  it  is 
revealed  that  no  retrial  after  a  reversal  of  convictions  was  involved. 
In  Oksanen,    the  defendant  was  successful  in  having  his  sentence 
set  aside  because  of  the  lack  of  presence  of  counsel  at  the  time  of 
sentencing.     At  the  time  of  resentencing,    the  defendant  had  already 
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served  the  sentence  originally  imposed.     However,    the  court 
imposed  an  additional  sentence  of  three  years  probation.     The 
Court  of  Appeals  for  the  Eighth  Circuit  held  the  additional  sentence 
to  be  double  jeopardy  and  therefore,    unlawful. 

In  Sacco,    the  defendant  was  sentenced  to  five  years  on 
Count  One  and  seven  years  on  Count  Two  of  a  two-count  indictment, 
the  sentences  to  run  concurrently.     The  maximum  permissible 
sentence  on  Count  One  was  ten  years,    and  on  Count  Two,    five  years. 
After  the  defendant  had  started  serving  his  sentence,    the  trial  court 
sought  to  transpose  the  sentences  on  the  two  counts.     The  Court  of 
Appeals  for  the  Second  Circuit  held  that  since  the  defendant  had 
already  started  serving  a  valid  sentence  under  Count  One,    it  would 
be  double  jeopardy  to  increase  this  sentence. 

In  Adams,   the  defendant  was  sentenced  to  ten  years  on  Count 
Three  and  one  year  on  each  of  the  remaining  four  counts  of  a  five- 
count  indictment,    the  sentences  to  run  concurrently.     The  maximum 
permissible  sentence  on  Count  Three  was  five  years.     After  the 
defendant  began  serving  his  sentence,    the  court  reduced  the  sen- 
tence on  Count  Three  to  one  year  and  increased  the  sentence  on 
Count  Two  to  ten  years.      The  Court  of  Appeals  for  the  Sixth  Circuit 
held  that  the  increase  of  the  valid  sentence  on  Count  Two  constituted 
double  jeopardy. 

The  appellant  also  cites  United  States  v.    Hough,    157  F.   Supp. 
771  (D.  C.    S.  D.    Calif.    1957)  in  support  of  his  position.     In  Hough, 
the  District  Court  merely  said  that  if  the  initial  sentence  is  valid, 
increasing  the  sentence  on  resentence  is  unlawful  and  void. 
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In  none  of  the  above-mentioned  cases  cited  by  the  appellant 
is  the  factual  situation  anywhere  near  similar  to  the  facts  in  the 
case  at  bar.     In  none  of  these  cases  was  there  a  reversal  of  the 
conviction  and  a  retrial  on  the  same  offenses  before  the  increased 
sentence  was  imposed. 

The  appellant  also  relies  upon  Green  v.    United  States,    355 
U.S.    184  (1957)  in  contending  that  a  sentence  is  illegal  where  it  is 
more  severe  in  the  second  trial  than  in  the  first  trial.     However, 
the  factual  situation  in  the  Green  case  is  also  quite  distinct  from 
the  facts  in  the  instant  case.     In  the  first  trial  in  the  Green  case 
the  jury  was  authorized  to  find  the  defendant  guilty  of  first  or 
second  degree  murder.     The  jury  found  the  defendant  guilty  of 
second  degree  murder  and  upon  the  defendant's  appeal,    the  case 
was  reversed  and  remanded.     At  the  subsequent  new  trial,    the 
defendant  was  found  guilty  of  first  degree  murder.     On  appeal,    the 
United  States  Supreme  Court  held  that  after  the  first  trial  there 
was  an  implicit  acquittal  of  the  defendant  as  to  first  degree  murder, 
and  therefore  the  prosecution  for  first  degree  murder  in  the  second 
trial  constituted  double  jeopardy.     First  degree  murder  and  second 
degree  murder  are  two  distinct  crimes.     In  the  instant  case,    how- 
ever,   the  offenses  for  which  the  defendant  was  convicted  in  the 
second  trial  were  identical  to  those  in  the  first  trial. 

The  case  of  Stroud  v.    United  States,    251  U.  S.    15  (1919) 
clearly  supports  the  imposition  of  a  greater  punishment  following 
retrial  for  the  same  offense.     In  the  Stroud  case  the   defendant  was 
found  guilty  of  first  degree  murder  and  sentenced  to  life 
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imprisonment  at  the  first  trial.     Upon  the  defendant's  appeal,    the 
conviction  was  reversed  and  the  defendant  was  retried  for  first 
degree  murder.     Upon  conviction  at  the  second  trial  the  death 
penalty  was  imposed  upon  the  defendant.     The  Supreme  Court  held, 
upon  appeal,    that  the  defendant,   when  retried  for  the  same  offense, 
could  receive  the  death  penalty  sentence  and  this  did  not  constitute 
double  jeopardy.      Therefore;    Stroud  clearly  holds  that  on  retrial 
of  the  defendant  for  the  same  offense  a  greater  sentence  can  be 
imposed. 

In  further  support  of  the  appellee's  contention  that  a  greater 
punishment  can  be  imposed  following  retrial  for  the  same  offense 
is  United  States  v.    Russell,    378  F.  2d  808  (3rd  Cir.    1967).     In 
Russell,    the  Court  differs  with  the  contrary  holding  in  Marano  v. 
United  States,    374  F.  2d  583  (1st  Cir.    1967),    to  the  effect  that  a 
defendant  "should  not  have  to  fear  even  the  possibility  that  his 
exercise  of  his  right  to  appeal  will  result  in  the  imposition  of  a 
direct  penalty  for  so  doing.  "    The  court  in  Russell  states: 
"We  differ  with  the  court's  opinion  for  the 
reason  that  we  cannot  properly  speculate  that  the 
court  certainly  will  increase  the  sentence,    after  a 
new  trial.     To  so  hold  would  seem  to  trespass  the 
integrity  of  the  trial  judge  who,    upon  hearing  all  the 
evidence,   with  the  whole  panorama  of  defendant's 
crime  laid  out  before  him,    conscientiously  passes 
sentence  in  accordance  therewith.     .    .    .     The 
sentence  thus  imposed  by  the  trial  judge  cannot,    in 
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any  sense,    be  said  to  be  for  [the  defendant's]  appeal- 
ing,   unless  we  again  attribute  to  him  a  base  motive  - 
penalizing  [the  defendant]  for  his  appeal,    conduct 
unworthy  of  the  name  of  judge  -  rather  than  for  his 
weighing  and  evaluating  the  measure  defendant's 
crime  and  passing  sentence  thereon-    ..." 

In  Russell,    the  court  further  states: 

"In  Robinson  v.    Johnston,    D.  C.  ,    50  F.    Supp. 
774,    one  Robinson,    a  prisoner  at  Alcatraz,    filed  a 
petition  for  habeas  corpus  in  1939,    alleging  that  he 
had  not  been  represented  by  legal  counsel  and  was 
sentenced  under  the  Lindberg  Act  for  the  crime  of 
kidnapping.     A  new  trial  was  granted,    counsel  obtained 
for  him,    the  jury  convicted  him  and  the  court  sentenced 
him  to  death.     The  sentence  was  affirmed  by  the  Circuit 
Court  of  Appeals,    Robinson  v.   United  States,    144  F.  2d 
392,    393,    and  by  the  Supreme  Court  of  the  United 
States  at  324  U.S.    282,    65  S.    Ct.    666,    89  L.  Ed.    629. 
Undoubtedly,    it  would  therefore  seem  to  be  the  rule 
in  the  federal  system  that  a  trial  judge,    when  a  new 
trial  is  ordered,    may  impose  a  sentence  greater  than 
one  he  had  earlier  vacated,    and  that  it  is  unnecessary 
to  articulate  the  reason  for  any  differentiation  in  the 
term  of  the  sentence.  " 
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The  appellee  contends  that  Stroud  v.    United  States  is  diS' 
positive  of  this  issue. 


B,  ASSUMING   ARGUENDO,    THE   COURT 

MAY   NOT   INCREASE    THE   SENTENCE 
FOLLOWING   RETRIAL  FOR    THE  SAME 
OFFENSE,    THE    SENTENCE   IMPOSED 
BY   THE    TRIAL  COURT  AFTER    THE 
SECOND   TRIAL  WAS   NOT   GREATER 
THAN   THE   SENTENCE   IMPOSED  AFTER 
THE   FIRST   TRIAL. 


The  appellant's  allegation  that  his  sentence  was  increased 
after  the  second  trial  is  defeated  by  the  facts.     At  the  first  trial 
appellant  was  convicted  on  thirty-one  counts  and  was  sentenced  for 
a  term  of  imprisonment  of  one  year  and  one  day  on  each  count, 
with  the  sentences  to  run  consecutively.     Thus,    the  appellant  was 
sentenced  to  a  total  term  of  imprisonment  of  thirty-one  years  and 
thirty-one  days.     After  the  second  trial,    the  appellant  was  sentenced 
to  a  term  of  imprisonment  of  three  years  on  each  of  twelve  counts 
and  five  years  on  each  of  three  counts,    with  the  sentences  on  all 
counts  to  run  concurrently.     Therefore,    the  total  sentence  imposed 
after  the  second  trial  was  for  a  maximum  term  of  imprisonment  of 
five  years. 

The  appellant  contends  that  for  the  purposes  of  sentencing, 
the  various  counts  of  the  indictment  may  not  be  treated  together. 
To  extend  this  argument  to  its  logical  conclusion,    the  appellant  is 
in  effect  saying  that  the  trial  court  may  not  impose  concurrent 
sentences.     This  is  obviously  not  the  law,    nor  would  the  appellant 
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want  it  to  be.     K  such  were  the  lawj    the  appellant  would  now  be 
asking,    in  effect,    that  his  original  sentence  of  thirty-one  years  and 
thirty-one  days  be  corrected  to  fifteen  years  and  fifteen  days. 

Although  no  case  decided  by  the  Court  of  Appeals  for  any 
Circuit  has  been  found  that  discusses  the  point,    it  is  apparently 
the  law  that  a  sentence  imposed  at  a  single  session  upon  a  multiple 
count  indictment  is  a  single  judicial  act,    not  a  succession  of  separ- 
ate judgments. 

United  States  v.    Gebhart,    90  F.    Supp.    509 
(D.C.    Neb.    1950). 
That  the  trial  court  need  not  treat  the  various  counts  of  the 
indictment  separately  at  the  time  of  sentencing  is  evidenced  further 
by  the  fact  that  the  court  may  impose  a  general  sentence  covering 
all  counts,    rather  than  an  individual  sentence  for  each  count, 
although  it  is  highly  desirable  that  the  court  deal  separately  with 
each  count- 
Ray  V.    United  States,    372  F.  2d  80 
(9th  Cir.    1967). 
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VI 
CONCLUSION 

For  the  reasons  stated  herein,    the  District  Court's  order 

of  September  18,    1967,    denying  appellant's  motion  to  correct 

sentence,    should  be  affirmed. 

Respectfully  submitted, 

WM«    MATTHEW   BYRNE,    JR.  , 
United  States  Attorney, 

ROBERT   L.    BROSIO, 

Assistant  U.    S.    Attorney, 
Chief,    Criminal  Division, 

JAMES   E.    SHEKOYAN, 

Assistant  U.    S.    Attorney, 

Attorneys  for  Appellee, 
United  States  of  America. 
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CERTIFICATE 

I  certify  that,    in  connection  with  the  preparation  of  this 
brief,    I  have  examined  Rules  18,    19  and  39  of  the  United  States 
Court  of  Appeals  for  the  Ninth  Circuit,    and  that,    in  my  opinion, 
the  foregoing  brief  is  in  full  compliance  with  those  rules. 

/s/        James  E.    Shekoyan 

JAMES   E.    SHEKOYAN 
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IN   THE   UNITED   STATES   COURT  OF   APPEALS 
FOR   THE   NINTH  CIRCUIT 

R.    MILO  GILBERT, 

Appellant, 
vs. 
UNITED  STATES  OF  AMERICA, 

Appellee. 

APPELLANT'S  OPENING   BRIEF 


JURISDICTION 

This  action  is  appealed  pursuant  to  Rule  35  of  Federal 
Court  Rules  of  Criminal  Procedure  which  rule,    in  part,    states 
"The  Court  may  correct  an  illegal  sentence  at  any  time  ..." 
The  motion  under  Rule  35  is  complimentary  to  a  motion 
under  28  U,  S.  C.    2255,    however,    where  there  is  alleged  illegality 
in  the  sentence  as  opposed  to  illegality  in  the  conviction  upon 
which  the  sentence  rests.     Rule  35  is  the  applicable  procedure. 
Robbins  v.    United  States    (9th  Cir.  1965), 

345  F. 2d  930,    933; 
United  States  v.    Machibroda   (6th  Cir.    1964), 
338  F. 2d  947,    949; 
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Magliano  v.    United  States    (4th  Cir.    1964), 

336  F.  2d  817,    823; 
Gilinsky  v.    United  States    (9th  Cir.    1964), 

335  F    2d  914,    915,    916-17; 
Redfield  v.    United  States    (9th  Cir.    1963), 

315  F.  2d  76,    80-1; 
Wilson  V.    United  States   (10th  Cir.    1962), 
310  F. 2d  879. 
Such  a  motion  is,    of  course,    concededly  one  to  be  deter- 
mined strictly  on  the  record  as  it  exists  at  the  time  of  the  motion, 
and  therefore  defendant  has  confined  himself  to  matters  appearing 
of  judicial  record. 

Gilinsky  v.    United  States,    supra,    335  F.  2d  at  916. 

STATEMENT  OF    THE   CASE 

Defendant  and  appellant  herein  was  originally  charged  in  a 
35  count  indictment  charging  tax  fraud. 

Defendant  below  was  convicted  on  31  counts  of  the  original 
indictment  and  acquitted  on  4.     The  Ninth  Circuit  Court  reversed 
29  of  the  31  convictions,    following  which  the  Supreme  Court 
reversed  the  remaining  2. 

Gilbert  v.    United  States,    370  U.  S.    650, 
8L.  Ed.  2d  750,     82  S.  Ct.    1399; 
C.  F.  Gilbert  v.    United  States    (9th  Cir.    1961), 

291  F. 2d  586. 
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The  Court  record  discloses  that  on  each  of  the  31  count 
convictions  a  sentence  was  imposed  of  one  year  and  a  day. 

Defendants  thereafter^  was  retried  on  the  original  charges 
(counts)  as  set  forth  above,  many  of  which  counts  were  dismissed 
either  before  or  during  trial. 

The  defendant  below  was  acquitted  on  four  counts  and  con- 
victed on  12  counts  of  violation  of  Title  26  U.  S.  C.    §7606(2),    all 
of  which  individual  counts  were  included  within  the  issues  of  the 
original  trial  as  identical  counts,    and  which  counts  were  reversed 
by  the  9th  Circuit  Court  or  the  United  States  Supreme  Court. 

Thereafter,   when  the  trial  court  imposed  sentence  after 
the  second  trial,    the  court  increased  the  original  sentences  (which 
were  reversed  by  the  9th  Circuit  and  the  Supreme  Court)    from  one 
year  and  a  day  to  three  years  and  five  years  respectively,   but  with 
each  sentence  to  run  concurrently  as  opposed  to  the  original  sen- 
tences which  were  to  run  consecutively. 

Appeal  was  denied   (Gilbert  v.    United  States,    359  F.  2d  235; 
Certiorari  denied   385  U.  S.    82). 

Defendant  is  now  incarcerated  in  Federal  Prison  serving 
the  sentences  as  set  forth  above. 

Prior  to  this  appeal  defendant  below  petitioned  the  District 
Court  pursuant  to  Rule  35  of  the  rules  of  Federal  Crime  Procedure 
to  correct  an  illegal  sentence.     This  motion  was  denied. 

Thereafter,    defendant,    on  November  13,    1967,    moved  the 
trial  court  for  bail  pending  appeal  of  the  denial  of  the  court  to 
correct  the  illegal  sentence,    and  for  permission  to  proceed  in 
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forma  pauperis.  The  matter  of  bail  pending  appeal  was  considered 
by  the  District  Court,    the  Honorable  Charles  Carr  presiding.     Bail 
was  denied  on  the  grounds  that  no  substantial  question  of  law  was 
presented  by  defendant,    and  that  the  sentences  imposed  were  legal. 
The  court  further  held  that  the  attempted  motion  to  correct  the 
sentence  was  frivolous. 

SPECIFICATION  OF   ERROR 

Whether  a  trial  court  can  impose  greater  sentences  on 
individual  counts  upon  retrial  than  the  same  court  imposed  on 
identical  counts  after  conviction  in  the  first  trial. 

Defendant  below  is  attempting  to  correct  the  sentences 
imposed  in  the  second  trial  to  1  year  and  a  day  which  was  the 
sentence  originally  imposed  on  the  same  counts. 

That  each  sentence  for  each  separate  offense  must  be 
treated  as  a  separate  entity  and,    therefore,    in  this  case,    sentence 
on  each  count  which  exceeds  1  year  and  a  day  is  illegal.    This,    it 
is  contended,    entitles  defendant  below  to  a  correction  of  his  sen- 
tence on  each  count  to  a  year  and  a  day  since  the  sentences  are 
being  served  concurrently   that  makes  a  total  period  imprisonment 
of  one  year  and  a  day.     Defendant  has  served  this  amount  of  time 
and  therefore  alleges  he  is  entitled  to  release. 

It  is  submitted  that  it  is  settled  law  that  in  correcting  a 
sentence  the  court  may  not  alter  it  so  that  the  sentence  is  to  be 
served  consecutively  instead  of  concurrently,    even  for  the  purpose 
of  bringing  the  sentence  into  accord  with  the  trial  judge's  intention. 
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United  States  v.   Adams    (6th  Cir.    1966), 
362  F.  2d  210-211. 
Lastly,   whether  a  more  severe  sentence  may  be  imposed 
in  a  conviction  after  retrial  than  was  imposed  after  the  original 
trial  on  individual  counts. 

ARGUMENT 

This  motion  presents  an  apparently  simple  question,  but 
one  which  (so  far  as  defendant  can  ascertain)  has  not  been  pre- 
viously litigated  on  appeal: 

Whether  a  defendant  sentenced  separately  on  a  multi- 
count  indictment  to  several  consecutive  sentences  of 
a  year  and  a  day  on  each,    and  who  successfully  obtains 
reversal  of  those  convictions    (primarily  on  constitutional 
grounds),    and  who  on  retrial  is  acquitted  of  many  of 
the  charges,    has  some  dismissed,    but  is  convicted  of 
somie  of  the  counts  involved  in  the  original  conviction, 
may  incur  a  longer  sentence    (either  three  years  or  five 
years  each)    on  each  of  the  second-conviction  counts, 
merely  because  those  longer  sentences  are  to  be  served 
concurrently.  " 
It  is  submitted  that,    despite  the  apparent  first -impression  nature 
of  that  question,    when  the  component  parts  of  the  issue  are  broken 
down  and  examined  under  pertinent  authority,    the  answer  is  clear: 
Each  sentence  for  each  offense  must  be  treated  as  a 
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separate  entity  for  this  purpose  and,    therefore,    that 

portion  of  the  sentence  on  each  count  which  exceeds  a 

year  and  a  day  is  illegal. 

CLARIFICATION:    THAT  WHICH  DEFENDANT   IS  NOT 

URGING. 

It  is  sometimes  appropriate,    particularly  in  a  relatively 
novel  case,    to  clarify  certain  nnatters  which  are  not  urged. 

Defendant  is  not  contending  that  either  the  first  trial  court 
or  the  second  trial  court  lacked  initial  discretion  to  determine 
what  period  of  imprisonment  would  be  appropriate  punishment  for 
the  offenses  of  which  defendant  was  convicted.     He  does  contend, 
however,    that,    as  to  each  offense,    that  discretion  could  not  be 
exercised  in  a  manner  which  had  the  result  of  imposing  a  more 
severe  sentence  for  that  conviction  on  the  second  trial  than  the 
sentence  imposed  on  that  conviction  at  the  end  of  the  first  trial. 

Similarly,    defendant  does  not  contend  that  the  District 
Courts  are  without  jurisdiction  to  elect  between  concurrent  and 
consecutive  sentences  initially.     He  does  contend  that  the  con- 
current or  consecutive  serving  of  the  sentence  is  imnnaterial  to 
this  issue  and  that  each  separate  criminal  conviction  must  be 
viewed  as  a  single,    separate  entity  in  determining  whether  a  more 
severe  sentence  has  been  imposed  in  the  second  trial,    following  a 
successful  appeal  from  the  first  sentence. 

"  'Sentencing'    is  not  a  'gamie  in  which  a  wrong 

move  by  the  judge  means  immunity  for  the  prisoner.  '   " 

McDowell  V.    Swope  (9th  Cir.    1950),     183  F.  2d  856, 
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859  [5]    (emphasis  added). 
As  the  Ninth  Circuit  there  held,    there  is  no  immunity,   but 
only  a  right  to  have  the  sentence  reduced  to  that  which  could  law- 
fully have  been  imposed,    and  to  finish  serving  that  lawfully - 
imposed  sentence. 
Ibid; 

Cf.  ,    Robbins  v.    United  States,    supra,    345  F.  2d 
at  933. 
As  the  Fifth  Circuit  has  phrased  it,    even  though  a  sentence 
must  be  reduced  under  Rule  35    "under  no  stretch  of  the  imagina- 
tion does  this  affect  the  conviction  or  anything  other  than  the 
sentence.  " 

Benson  v.    United  States    (5th  Cir.    1964), 

332  F.  2d  288,    289; 
Cf.  ,    United  States  v.    Lynch   (7th  Cir.    1947), 
159  F.  2d  198,    199    [1  and  2]. 
Only  the  portion  in  excess  of  that  legally  permissible  is 
subject  to  attack. 

Browning  v.    Crouse    (10th  Cir,    1966), 
356  F.  2d  178,    180. 
Here,    then,    defendant  is  asserting  no  claims  concerning 
that  portion  of  the  present  sentence  on  those  counts  which  is  the 
same  as  the  sentence  originally  imposed,    i.  e.  ,    a  year  and  a  day. 
He  alleges  he  has  served  that  period  and  therefore  he  is  entitled 
to  release.     He  seeks  an  order  correcting  the  sentence  by  reducing 
it  to  one  year  and  a  day  as  to  each  offense. 
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The  question,    then.,    is  simplified  down  to:   Whether  the 
court,    in  the  second  trial,    was  empowered  to  sentence  defendant 
to  three-year  or  five-year  terms  for  the  self-same  offenses  on 
which  a  year  and  a  day  sentence  had  been  imposed  in  the  first  trial. 
The  answer  is  clearly  that  the  court  could  not. 

Manifestly,    three  years  is  longer  than  one  year.     It  is  now 

1/ 
settled  beyond  argument  that,    at  least  in  the  federal  courts, 

a  defendant  who  successfully  obtains  appellate  reversal  of  a  first 

conviction  and  sentence    (by  direct  attack  on  appeal)    cannot  be 

subjected  to  a  greater  penalty  in  the  event  of  a  second  conviction 

on  retrial  of  the  same  charge.    See  United  States  v.    Hough,     157 

F   Supp.    771. 

In  the  landmark  decision  in  this  field,    the  Supreme  Court 
has  held  constitutionally  intolerable  that  which  a  sense  of  natural 
justice  also  finds  abhorrent:    conditioning  a  defendant's  right  to 
appellate  review  upon  the  gamesmanlike  hazard  of  being  more 
severely  punished  if  he  succeeds  on  appeal. 

Green  v.    United  States   (1957),    355  U.  S.    184, 
187-192. 

In  the  language  of  the  Eighth  Circuit,    in  the  course  of  a 
holding  that  the  first  punishment  --  "lenient  as  it  was"    --  never- 
theless fixes  the  maximium  liinit  of  any  subsequent  punishment: 
"The  law  may  not  now  ambush  with  the  threat  of 


l_l  And  generally  speaking  in  virtually  all  other  jurisdictions 

(if  not  actually  all  other  jurisdictions).    See,   for  example, 
People  v.    Henderson,    60  CaL  2d  482,    495-7,     35  CaL  Rptr.    77, 
386    P.  2d  677,    and  authorities  discussed. 
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repeated  punishment  the  person  who  attempts  to  clainn 
his  constitutionally  protected  rights    [citation].     To  con- 
done such  a  procedure  would  be  to  allow  a  prosecutor 
to  unconstitutionally    'boobytrap'    a  constitutionally 
guaranteed  right    [citation;    in  the  language  of  Mr.    Jus- 
tice Holmes]    'It  cannot  be  imagined  that  the  law  would 
deny  to  a  prisoner  the  correction  of  a  fatal  error  un- 
less he  should  waive  other  rights  .    .    .  '  " 

Oksanen  v.    United  States    (8th  Cir.    1966),     362  F.  2d 
74,    81,    cert,    den,    385  U.  S.    840. 
Neither,    it  seems  clear,   may  the  law  ambush  defendant  by 
inflicting  additional  punishment  because  he  attempted  --  success- 
fully --to  claim  his  constitutionally  protected  rights  in  the  first 
appeal;    that  appears  to  be  at  least  an  equally  abhorrent  "boobytrap" 

In  that  which  is  probably  one  of  the  two  or  three  leading 
cases  in  this  area,    the  Second  Circuit  has  termed  as    "a  well 
settled  general  rule"    the  proposition  that  the  sentence  once  regu- 
larly imposed  cannot  subsequently  be  increased,    doing  so  in  the 
context  of  a  multiple-count  situation.    Where  there  were  two  counts 
and  the  defendant  was  sentenced  on  both,    and  one  of  the  sentences 
was  subsequently  set  aside,    the  other  could  not  be  increased  even 
though  -~  as  in  the  case  at  bar  --  the  miaximum  permissible  sen- 
tence was  greater  than  that  imposed  by  the  court  on  the  one  count 
(and,    for  that  matter,    greater  even  than  both  original  sentences). 
In  other  words,    the  single  sentence  on  the  single  count,    once  im- 
posed could  not  be  increased  ~~  without  reference  to  any  other 
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counts,    nor  with  reference  to  the  permissible  statutory  maximum, 
nor  even  with  reference  to  the  District  Court's  intent. 
United  States  v.    Sacco    (2nd  Cir.    1966), 
376  F.  2d  368,    369. 
As  the  Ninth  Circuit  has  recently  pointed  out  --in  the 
course  of  reversing  an  order  denying  correction  of  sentence  --  the 
fact  that  the  District  Court  might  have  imposed  greater  or  consec- 
utive sentences  does  not  mean  that  the  matter   "may  be  treated  as 
though  he  had  done  so.  " 

Kennedy  v.    United  States   (9th  Cir.    1964), 

330  F.  2d  26,    28-9   and  numerous  authorities 
collected. 
THE   MULTIPLICITY   OF   COUNTS   DOES  NOT   AFFECT 
THE   RESULT. 

Based  upon  the  foregoing,    defendant  submits,    it  seems 
crystal  clear  that  a  defendant  originally  sentenced  to  a  year  and  a 
day  cannot,    following  retrial  after  a  successful  appeal,   be  sen- 
tenced to  either  three  years  or  five  years  imprisonment  ~-  not- 
withstanding the  maximumi  which  miight  have  been  imposed  at  either 
trial,    and  notwithstanding  the  subjective  intent  of  either  the  first  or 
the  second  court.     That,    it  seems,    approaches  being  the  end  of  the 
matter  unless  the  fact  that  both  the  first  and  the  second  sentences 
imposed  punishment  on  multiple  counts. 

In  this  section,    as  in  the  authorities  collected  at  the  end  of 
the  preceding  section,    the  possibility  of  such  a  qualification  will  be 
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examined  and  it  will  be  seen  that  the  multiplicity  of  counts  does 
not  constitute  a  justification  for  departing  from  the  general  rule. 
Phrased  simply:    Each  sentence  for  each  crime  must  be  treated  as 
a  single  entity  or  a  single  unit. 

If  nothing  else,    that  constitutes  the  law  of  the  case.     In  its 
decision  on  the  second  appeal,    the  Ninth  Circuit  examined  this 
very  defendant's  thesis  that  the  separate  charges  were  not  taken 
independently  but  were  rather  tried   "  'as  a  whole,    as  a  gestalt'  ", 
and  rejected  this  contention,    holding  that  this  Court  properly 
treated  each  count  as  an  independent  entity. 

Gilbert  v.   United  States  (9th  Cir.    1966),    359  F.  2d 

285,    288,    cert.  den.    385  U.  S.    882. 
That  holding,   of  course,    is  not  only  binding  upon  this  Court,   but 
also  constitutes  the  law  of  the  case  for  the  purpose  of  all  courts. 

Furthermore,    there  is  contained  within  the  four  corners  of 
this  case  the  clearest  example  of  the  necessity  of  such  a  rule 
against  subsequent  increase  in  punishment.     On  the  second  appeal, 
the  Ninth  Circuit  noted  that  this  defendant  had  been  convicted  on 
three  counts  of  violating  18  U.  S.  C.    §1001. 

359  F.  2d  at  286. 
It  held  that,    since  those  convictions  were  supported,    the  validity 
of  the  remaining  convictions  would  not  be  examined. 

359  F.  2d  at  288-9   [10]. 
Let  us  examine  that.    In  the  first  trial,    this  defendant  was 
sentenced  to  a  year  and  a  day  on  each  of  those  three  counts  of 
violating  §1001:    A  total  of  3  years  and  3  days.     But  in  the  second 
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trial,    that  punishment  on  any  one  of  those  three  counts  was  in- 
creased to  five  years. 

In  other  words,   when  Mr     Gilbert  suffered  a  first  convic- 
tion of  violating  §1001,    the  proper  punishment  was  three  years, 
but,   because  the  federal  authorities  acted  unconstitutionally  in 

searching  and  seizing  his  property  and  the  judgment  was  reversed, 

2/ 
his  punishment  should  be  increased  forty  percent!  — 

One  may  readily  hypothesize  that  the  Ninth  Circuit,   on  the 
second  appeal,   would  have  reached  the  same  judgment  if  only  one 
of  the  §1001  counts  resulted  in  a  valid  conviction,    since  the  pun- 
ishment for  that  one  would  still  have  been  five  years.     Thus,    a 
defendant  could  be  found  to  have  been  validly  convicted  on  only  one 
of  15  charges  in  a  second  trial  and  yet  be  subjected  to  a    500  per 
cent  increase  in  punishment  over  that  imposed  on  that  count  in  the 
first,    unconstitutional  trial.     It  is  not  difficult,    defendant  submits, 
to  ascertain  the  reason  why  courts  have  been  unwilling  to  suffer 
such  a  result  and  have,    instead,    flatly  prohibited  increased  pun- 
ishment and  flatly  demanded  examination  of  each  count  as  a  unit. 

In  the  benchmark  Benson  case   (supra),    the  Fifth  Circuit, 
speaking  through  Judge  Brown,    pointed  out  the  basic  necessity  of 
examining  sentences  on  a  specific  basis: 


2_l  And  his  right  to  meaningful  appellate  review  of  errors  com^ 

mitted  in  the  charges  of  violating  26  U.  S.  C.    §7206  is  for- 
feited to  boot. 
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"A  sentence  is  passed  not  because  the  defendant 
is  a  social  outcast  or  needs  chastisement  generally.     It 
is  the  law's  punishment  for  specific  transgressions  of 
its  formalized  standards.    It  seems  to  us  that  every- 
thing points  to  the  importance  of  an  articulate,    identi- 
fiable sentence  being  imposed.    If  that  is  what  the  law 
reasonably  requires  and  prefers,    then  a  sentence  vary- 
ing from  that  standard  is,    in  the  words  of  F.  R.  Crim. 
P.    35,    'illegal'.  " 

Benson  v.    United  States,    supra,    332  F.  2d  at  291. 
Continuing,    the  court  there  noted  that  rehabilitation  is  one  of  the 
most  important  functions  performed  by  the  entire  criminal  law 
and  the  prison  systemi.     Rehabilitation,    it  held,    could  only  be 
efficiently  carried  out  when  there  is  a  specific  indication  to  the 
offender    of  "what  sentence  has  been  imposed  for  what  conviction,  " 
and  that    "A  clear  understanding  by  the  prisoner  of  the  sentence 
imposed  for  the  particular  offense  involved  is  most  helpful  in  the 
rehabilitation  process.  " 

332  F.  2d  at  292. 
In  another  very  recent  and  compellingly  similar  case,   a 
defendant  was  convicted  of  five  counts  charging  interstate  tele- 
graphic fraud  and  transportation  of  stolen  money.     He  was  sen- 
tenced to  10  years  on  count  3  of  the  indictment  and  a  year  on  each 
of  the  four  other  counts,    all  to  be  served  concurrently.     Thereafter 
(by  some  means  not  disclosed  in  the  opinion),    the  court's  attention 
was  called  to  the  fact  that  five  years  was  the  statutory  maximum 
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for  count  3.     The  trial  court  then  vacated  all  sentences: 
"Obviously  seeking  to  correct  the  illegal 
sentence,   while  giving  full  effect  to  his  originally 
intended  ten-year  total  sentence,    the  District  Judge 
then  sentenced  defendant  to  ten  years  on  Count  2 
[within  the  statutory  maximum  on  that  count]   and  one 
year  on  all  the  other  counts,   with  all  sentences  to 
run  concurrently.     The  effect  of  his  action  was  to 
vacate  the  illegal  ten-year  sentence  on  Count  3  and 
reduce  it  to  one  year,   and  to  vacate  the  legal  sen- 
tence on  Count  2  and  increase  it  to  ten  years.  " 
On  appeal,    the  appellate  court  observed  the  propriety  of  reducing 
the  sentence  on  count  2  but  held:    despite  the  court's  initial  intent, 
the  original  sentence  on  the  other  count    (within  the  statutory 
bounds)    could  not  be  increased. 

"If,    as  appears  likely  from  the  record  before 
us,    the  petitioner  has  now  served  a  full  year,   he  has 
completed  his  legal  sentence  and  must  now  be  dis- 
charged. " 

United  States  v.   Adams   (6th  Cir.    1966), 
362  F.  2d  210,    210-212. 
In  other  words,    the  court  could  reduce  the  excessive 
10-year  sentence  to  one  year,   but  it  could  not  increase  the 
previously -imposed  one-year  sentence  to  five  years,    or  ten 
years,   ar  at  all. 

The  Fourth  Circuit  has  held  that  a  sentence  on  multiple 
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counts  cannot  be  corrected  to  increase  the  sentence  originally 
imposed  on  any  one  count,    nor  can  the  same  be  achieved  by  con- 
verting a  fornnerly  concurrent  sentence  to  consecutive. 

United  States  v.    Magliano    (4th  Cir.    1964), 

336  F.  2d  817,    823    (holding  that  the  defendant, 
against  whom  such  a  change  was  assessed, 
might  file  a  motion  under  Rule  35  and  would 
be  entitled  to  have  it  granted,    correcting  the 
sentences  downward  and  leaving  them  con- 
current). 
The  Sixth  Circuit  has  dealt  with  a  case  of  multiple  convic- 
tions attacked  on  motion  under  Rule  35,    in  which  the  district  judge 
refused  to  grant  the  motion  because  the  total  sentence  tacked 
together  was  within  the  maximum  which  could  have  been  imposed 
in  the  first  place,    and  therefore  the  defendant  was  not  prejudiced. 
Held:    Since  multiplicity  of  sentences  imipair  opportunities  for 
pardon  or  parole,    each  miust  be  separately  examined,    even  apart 
from  the  question  of  length  of  sentence. 

United  States  v.    Machibroda  (6th  Cir.    1964), 

338  F.  2d  947,    949    (reversing  order  of  denial). 
The  Fifth  Circuit  subsequently  explained  its  own  keystone 
decision  in  Benson,    (supra),    in  the  following  terms: 

"[A]   general  sentence  within  the  aggregate 
maximum  for  three  counts  but  which  exceeded  the 
maximum  allowable  on  any  one  count  required  remand 
for  resentencing  under  Rule  35.  ' 
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Milam  v.    United  States    (5th  Cir.    1965), 
341  F    2d  956,    957,    note  1. 
In  the  case  at  bar,   whatever   "the  aggregate  maximum"  on 
all  of  the  second  trial  counts  might  be,    the   "maximum  allowable 
on  any  one  count"   was  a  year  and  a  day  --  the  amount  imposed  on 
this  defendant  in  his  first  trial.    Without  awaiting  appellate  inter- 
vention,   it  is  submitted,    this  Court  should  correct  the  sentence 
by  reducing  it  to  that  allowable  maximum. 

Respectfully  submitted, 
EDWARD   J.    SKELLY 
Attorney  for  Appellant 
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I 

COMBINED   BRIEF   AND   REPLY   BRIEF   OF 
APPELLANTS   AND   CROSS-APPELLEES, 
WILBER    H.    FRIEND   AND  FRIEND   AND 
COMPANY   ON  CROSS-APPEAL   AND  IN 
REPLY   TO   BRIEF   OF   H.    A.    FRIEND  AND 
COMPANY,    INC. 


The  arguments  in  the  brief  of  H.    A.    Friend  and  Company, 
Inc.  ,    herein  generally  referred  to  as  plaintiff,    in  support  of  the 
award  of  attorney's  fees  and  damages  and  for  defendants'  profits 
sought  by  the  cross-appeal,    are  herein  considered  together  as  they 
constitute  the  total  argument  for  monetary  compensation  in  behalf 
of  plaintiff. 


II 

THERE  IS  ERROR  IN  PLAINTIFF'S  ARGUMENT 
IN  SUPPORT  OF  AWARD  OF  ATTORNEY'S  FEES. 


Factors  in  the  present  cases  pertinent  to  the  matter  of 
attorney's  fees  are:     The  first  case,    No.    22489  was  brought  for 
trademark  infringement  and  unfair  competition,    and  jurisdiction 
was  invoked  under  the  Lanham  Act.     The  second  case,    No.    22489A 
was  brought  for  false  representations,    and  jurisdiction  was  also 
invoked  under  the  Lanham  Act.     The  district  court's  Memorandum 
of  Decision  made  the  following  finding: 

"The  record  shows  beyond  a  doubt  that  the  hereinabove 
discussed  acts  of  trademark  infringement  on  the  part  of 
the  defendants  resulted  in  damages  to  the  plaintiff.  " 
(Ct.    477)  (Underscore  by  counsel). 
The  "trademark  violations"  in  the  court's  Memorandum  commenc- 
ing at  Ct.    470  covered  the  trademarks  "Friend's", "Banner",  and 
"Barrister  Bond".  Under  basic  trademark  law  the  defendants'  use  of 
the  trade  names  Friend  Paper  Company,    and  Friend  and  Company, 
would  be  infringements  of  the  trademark"Friend's"if  there  were  no 
effective  defenses. 

The  argument  in  pages  54-61  of  plaintiff's  brief  in  support 
of  the  district  court's  award  of  $30,  000  attorney's  fees  miscon- 
strues the  decision  of  this  Court  in  Maier  Brewing  Co.   v.    Fleisch- 
mann  Distilling  Corp.  ,    359  F.  2d  156,    affirmed  by  the  U.  S.    Supreme 
Court  in  Fleischmann  Distilling  Corp.   v.   Maier  Brewing  Co.  ,    386 
U.S.    714,    18  L.Ed.  2d  475,    87  S.  Ct.    1404.     At  page  54   plaintiff's 
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brief  in  referring  to  National  Van  Lines,    Inc.   v.    Dean,    237  F.  2d 
688  implies  that  the  district  court  in  the  present  cases  awarded  the 
$30,  000  attorney's  fees  "for  deliberate  acts  of  unfair  competition 
at  common  law".     More  precisely,    the  award  was  "for  attorney's 
fees  reasonably  incurred  in  prosecuting  these  actions  -  $30,  000" 
(Ct.    481).     Since  the  present  actions  were  prosecuted  under  the 
Lanham  Act,    it  follows  that  the  $30,  000  attorney's  fees  was  for 
prosecuting  Lanham  Act  causes  of  action. 

Plaintiff's  brief  at  p.    54  states:     "National  Van  Lines 
expressly  ruled  that  it  was  unnecessary  to  decide  issues  of  trade- 
mark infringement  under  the  Lanham  Act.  "    But  what  actually  was 
decided  in  that  case,    in  which  three  theories  were  pleaded,    namely, 
unfair  competition,    trademark  infringement,    and  unjust  enrichment, 
was  that  it  was  unnecessary  to  do  more  than  rest  the  decision  on 
the  unfair  competition  theory  alone. 

In  the  present  case  the  entire  judgment  of  the  district  court 
was  under  the  Lanham  Act,    namely  the  injunction  against  infringe- 
ment of  the  trademarks"Friend's", "Barrister  Bond"and" Banner",  the 
$5,  000  damage  judgment  for  the  trademark  infringement  trebled 
under  15  U.  S.  C.    1117,    and  the  injunction  and  $20,  000  damage 
judgment  for  misrepresentations  under  15  U.S.C.    1125(a).     The 
district  court's  Memorandum  stated  (Ct.    474): 

"The  plaintiff  has  contended  in  its  pleadings  and  at  the 
trial  that  such  false  description  by  the  defendants  of  their 
goods  has  made  them  liable  to  the  plaintiff  pursuant  to 

15  use  1125(a). 

"This  Court  agrees  with  the  plaintiff  .    .    .    .  " 
3. 


The  district  court  made  the  finding  (Ct.    477)  "as  hereinabove  noted, 
the  misrepresentations  that  the  defendants  have  made  in  violation  of 
15  use  1125(a)  have  resulted  and  will  result  in  substantial  injury 
to  the  plaintiff,    ..."  and  awarded  the  $20,  000  damages  on  this 
account.     This  code  section  is  part  of  the  Lanham  Act. 

Since  every  issue  decided  in  the  district  court  was  under 
the  Lanham  Act,    it  cannot  be  considered  that  the  award  of  $30,  000 
attorney's  fees  was  not  related  to  the  Lanham  Act. 

Plaintiff's  brief  argues  in  support  of  all  the  awards  and 
benefits  received  from  the  district  court  judgment  and  in  support 
of  its  cross  appeal  to  obtain  defendants'  profits  and  to  enjoin  all 
use  of  Friend,    all  under  the  Lanham  Act;    but  for  the  purpose  of 
attempting  to  retain  also  the  $30,  000  attorney's  fees  awarded  to  it 
contrary  to  the  Lanham  Act,    it  argues  in  effect  that  this  is  a  state 
law  matter  of  unfair  competition  having  nothing  to  do  with  the  Lan- 
ham Act. 

Plaintiff's  reference  (brief  pp.    54  and  55)  to  this  Court's 
decision  in  Maier  Brewing  Co.   v.   Fleischmann  Distilling  Corp.  , 
359  F.  2d  156,    misstates  the  situation  in  that  case  in  characterizing 
it  as  "a  purely  statutory  trademark  infringement  action".     It  actually 
was  for  trademark  infringement  and  unfair  competition.     Plaintiff's 
brief  further  misstates  the  situation  in  that  Maier  Brewing  case  in 
the  parenthetical  statement  on  page  55  reading,    "the  unfair  competi- 
tion issues  having  been  excised  as  a  result  of  an  earlier  appeal  in 
the  same  case,    314  F.  2d  149,    136  USPQ  508".     A  reading  of  these 
two  Maier  Brewing  cases  does  not  indicate  an  excising  of  any  unfair 
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competition  issue. 

It  appears  clear  that  this  Court  considered  that  the  unfair 
competition  count  in  those  Maier  Brewing  cases  was  based  on  the 
same  acts  as  the  trademark  infringement  count  and  that  everything 
in  the  case  was  under  the  Lanham  Act  whether  denominated  trade- 
mark infringement  or  unfair  competition.     The  coupling  of  a  count 
for  unfair  competition  in  addition  to  a  count  for  trademark  infringe- 
ment does  not  remove  the  case  from  the  auspices  of  the  Lanham  Act, 
and  this  is  especially  so  in  view  of  the  specific  provisions  of  §  §  44g 
and  44h  of  the  Lanham  Act  (15  U.S.  C.    1 126(g)  and  1 126(h)),    copied 
in  Appendix  "A"  hereof,    covering  trade  names  and  unfair  competi- 
tion. 

If  there  could  be  any  doubt  about  this,    it  must  be  removed 
by  the  decision  of  this  Court  in  Maier  Brewing  Co.    v.    Fleischmann 
Distilling  Corp.  ,    359  F.  2d  156,    wherein  this  Court  discussed  its 
earlier  decisions  in  National  Van  Lines  v.    Dean,    237  F.  2d  688,    and 
Wolfe  V.   National  Lead  Co.  ,    272  F.  2d  867,    in  both  of  which  it  had 
permitted  the  award  of  attorney's  fees.     In  the  Wolfe  case  the  com- 
plaint was  for  trademark  infringement  and  unfair  competition,    just 
as  in  the  present  case,    and  in  respect  to  the  allowance  of  attorney's 
fees,    this  Court  said  (359  F.  2d  156,    165): 

"We  overrule  Wolfe,    to  that  extent,    and  limit  National 

Van  Lines  to  its  actual  holding,    as  to  the  correctness 

of  which  we  express  no  opinion.  " 
The  difference  between  the  Wolfe  and  the  National  Van  Lines  cases 
was  that  in  Wolfe,    both  the  trademark  infringement  and  the  unfair 
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competition  causes  were  decided,    whereas  in  National  Van  Lines 
this  Court  had  based  its  decision  only  on  the  unfair  competition 
claim. 

Even  though  this  Court  declined  to  go  so  far  as  to  overrule 
National  Van  Lines,    it  expressed  doubt  as  to  its  validity,    not  only 
because  of  the  above  quotation  but  also  in  its  statement  reading 
(359  F.  2d  156,    157): 

"insofar  as  these  cases  can  be  said  to  relate  to  an  award 

of  attorney's  fees  in  an  action  for  trademark  infringement 

under  the  Lanham  Act,    (15  U.  S.  C.    §  §  1051  ff)  they,    or 

at  least  Wolfe,    should  be  overruled.  " 

Even  if  the  unfair  competition  cause  in  the  present  cases 
comes  within  the  purview  of  California  state  law  as  well  as  the 
Lanham  Act,    it  is  submitted  that  this  does  not  help  the  plaintiff  to 
obtain  an  award  of  attorney's  fees,    for  two  reasons:     (1)  it  appears 
clear  from  the  decision  of  this  Court  in  Maier  Brewing  Co.   v. 
Fleischmann,    35  9  F.  2d  156  and  of  the  Supreme  Court  affirming  it, 
that  if  the  cause  is  within  the  Lanham  Act  it  does  not  matter 
whether  it  also  is  within  the  purview  of  state  law;     and  (2)  California 
state  law  does  not  award  any  attorney's  fees  in  cases  of  unfair 
competition  or  trademark  infringement. 

The  Lanham  Act  has  pre-empted  and  governs  all  matters 
within  it  regardless  of  state  law.     It  is  true  that  all  statutory  trade- 
marks and  their  registrations  have  their  genesis  in  common  law, 
which  is  state  law,    and  that  in  order  to  be  entitled  to  a  Lanham  Act 
trademark  registration  the  registrant  must  have  acquired  his 
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trademark  in  the  well-known  common  law  manner,    that  is,    by  being 
the  first  to  adopt  it  and  use  it  on  his  products. 

It  is  well  established  under  California  law  that  attorney's 
fees  are  never  awarded  unless  a  statute  specifically  provides  for  it, 
and  California  has  not  enacted  any  statute  allowing  attorney's  fees 
in  such  cases.     This  Court  has  recognized  that  in  its  statement  in 
Maier  Brewing  Co.    v.    Fleischmann  Distilling  Corp.  ,    359  F.  2d  156, 
wherein  this  Court  stated  (at  page  158): 

"We  start  with  the  long  established  principle  that  a 
successful  party  can  not,    in  an  ordinary  action  at  law 
or  in  equity,    recover  his  attorney's  fees  incurred  in  the 
action,    unless  such  recovery  is  provided  for  by  statute 
or  contract.     It  makes  no  difference  whether  such  a 
recovery  be  denominated  costs  or  damages  or  something 
else.     This  has  long  been  the  rule  in  the  federal  courts, 
and  in  the  courts  in  California.    ..." 

Thus,   the  present  cases  were  tried,    and  judgment  awarded, 
entirely  under  the  Lanham  Act,    notwithstanding  that  a  cause  of 
action  was  stated  for  unfair  competition.     It  would  be  incongruous 
if  the  judgments  of  this  Court  and  the  Supreme  Court  could  be 
evaded  by  the  simple  expedient  of  joining  an  unfair  competition 
count  with  a  trademark  infringement  count,    as  is  done  in  practically 
all  trademark  cases. 

Plaintiff's  brief  (p.    57)  emphasizes  Red  Devil  Tools  v.    Tip 
Top  Brush  Co.  ,    Inc.  ,    50  N.  J.    563,    236  A.  2d  861  (1967).     That  case 
is  not  pertinent  as  it  was   not  a  Lanham  Act  case,    and  only  involved 
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New  Jersey  law,    the  court  stating  that  under  New  Jersey  law, 
attorney's  fees  are  properly  awardable. 


Ill 

THE   ISSUE   AS   TO   THE   DISTRICT   COURT'S 
AWARD  OF   DAMAGES. 


In  its  brief  pp.    48  and  49,    plaintiff  argues  justification  for 
the  $5,  000  trebled  award  of  damages  for  the  trademark  infringe- 
ment and  the  $20,  000  damage  award  for  the  misrepresentations, 
c iting  Universal  Pictures  Co.   v.   Harold  Lloyd  Corporation,    162 
F.  2d  354  (9  Cir.    1947),    quoting  from  Story  Parchment  Co.   v. 
Patterson  Parchment  Paper  Co.  ,    282  U.S.    555,    562,    563,    51 
S.    Ct.    248,    250,    75  L.Ed.    544,    and  Eastman  Kodak  Co.   v.    Southern 
Photo  Materials  Co.,    273  U.S.    359,    at  378. 

It  is  submitted  that  these  cases  actually  support  the  defend- 
ants' contention  (pp.    75  to  79  of  defendant's  opening  brief)  that  there 
is  no  basis  in  the  record  for  any  of  the  damage  award.     While  the 
Supreme  Court  in  the  Story  Parchment  Co.    case  did  not  preclude 
recovery  of  damages  which  are  uncertain  in  respect  to  their  amount, 
it  did  make  the  statement:     "in  such  case,    while  the  damages  may 
not  be  determined  by  mere  speculation  or  guess,    it  would  be  enough 
if  the  evidence  shows  the  extent  of  the  damages  as  a  matter  of  just 
and  reasonable  inference,    although  the  result  be  only  approximate. 
It  is  the  defendants'  position  that  there  is  no  evidence  in  the  case 
showing  the  extent  of  the  damages  even  to  an  approximation. 

In  the  Eastman  Kodak  Co.    case,   the  Supreme  Court  made  a 
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similar  statement,    namely:       It  is  sufficient  if  a  reasonable  basis  of 
computation  is  afforded,    although  the  result  be  only  approximate.  " 
It  is  defendants'  contention  that  there  is  no  reasonable  basis  in  the 
case  for  any  computation  of  the  district  court,    and  neither  the  dis- 
trict court  Memorandum  nor  plaintiff's  argument  in  its  brief  indi- 
cates what  such  basis  of  computation  could  be. 

The  greatest  possible  amount  of  diversion  of  the  plaintiff's 
customers  which  could  have  gone  to  defendants  would  be  the  184 
customers  which  plaintiff's  ledger  sheets  (Exh.    AJ)  show  are  all 
the  customers  it  ever  had  in  all  of  the  far  western  states  including 
even  all  of  Texas  where  defendant  has  never  operated  except  in  the 
West  Texas  area  encompassing  Amarillo,    El  Paso  and  Lubbock. 
These  are  the  ledger  sheets  referred  to  in  p.    49  of  plaintiff's  brief. 
The  "correspondence  relating  to  orders  of  customers"  referred  to 
in  the  same  sentence  in  brief  p.    49  is  not  identified  nor  recognized 
by  defendants  excepting  the  deposition  exhibits.     In  answer  to  an 
interrogatory,    plaintiff  stated  it  had  only  183  customers  in  the  far 
western  states  including  all  of  Texas  (Ct.    64).     Plaintiff  has  never 
contended  that  defendants  obtained  all  of  the  183  or  184  customers, 
nor  even  a  major  part  of  them.     Plaintiff  took  over  30  depositions 
(plaintiff's  brief  pp.    21-22)  which  apparently  were  about  all  of  its 
former  customers  thought  to  have  given  business  to  defendants. 
Only  about  16  of  these  customers  indicated  they  were  confused 
between  plaintiff  and  defendant,    namely  Hughes  &  Jeffers  (Hughes 
dep.    Exh.    235,    Pinkston   dep.    Exh.    236);    Arthur  M.    Newton 
(Newton   dep.    Exh.    237);    Davis  &  Eppstein  (Warmington   dep.    Exh. 
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240,    Davis  dep.    Exh.    248);    J.   H.    Jahnke  (Jahnke  dep.    Exh.    244); 
James  Gregg  (Gregg  dep.    Exh.    245);    Harold  Whitney  (Whitney  dep. 
Exh.    246);    Albert  Gurtler  (Gurtler  dep.    Exh.    247);    John  Augustine 
(Augustine  dep.    Exh.    249);    Modrall,    Seymour  Sperling,    Roehl  & 
Harris  (Leder  Dep.    Exh.    250);    Dale  Walker  (Rt.    247,    Walker  dep. 
Exh.    252);     Lewis  Sutin  (Sutin  dep.    Exh.    253);    Albert  Ussery 
(Ussery  dep.   Exh.    254);    Evelyn  Howard  (Ct.    391,    Exh.    263);    J.    N. 
Cunningham  (Ct.    387,    Exh.    264);     William  Fowler  (Ct.    424,    Exh. 
267);    James  Wilson  (Ct.    429,    Exh.    268).     Only  two  of  these  cus- 
tomers indicated  that  they  shifted  to  defendants  because  of  confusion, 
namely  J.   H.    Jahnke  (Exh.    244)  and  Davis  and  Eppstein  (Exh.    240). 
Regardless  of  the  existence  of  any  confusion  between  the  two  com- 
panies,   several  customers  testified  that  they  would  have  switched 
anyway  due  to  the  personal  service  provided  by  defendant  Wilber  H. 
Friend  in  assisting  the  customer  as  to  the  customer's  needs.    These 
customers  include  Albert  Gurtler  (Gurtler  dep.    Exh.    247,    p.    5, 
Imes  12,    13)  and  a  Norman  Herring  whose    deposition  was  not 
introduced  into  evidence.     Other  deponents  did  not  indicate  they 
were  confused,    namely  J.    W.   Kindall  (Kindall  dep.   Exh.    238); 
Benita  Olson  (Olson  dep.    Exh.    239);    Ernest  Meyer  (Meyer  dep. 
Exh.    242);    Margret  Wiseman  (Wiseman  dep.    Exh.    243);    Richard 
Krannawitter  (Krannawitter  dep.    Exh.    251);    Edward  Halsey  (Ct. 
375-378,    Exh.    261);    F.    E.    Braucht  (Ct.    379-383,    Exh.    262); 
Judge  Charles  Roick  (Ct.    411-413,    Exh.    265)  and  James  Wilson 
(Ct.   428-432,    441-445,    Exh.    268). 

Regardless  of  how  many  customers  indicated  confusion,   the 
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only  evidence  of  confusion  was  between  Friend  and  Company  and 
H.   A.    Friend  and  Company,    and  there  is  no  evidence  that  anyone 
was  confused  by  the  trademarks"Friend's","Banner"and"Barrister 
Bond".  In  1963,    defendants  offered  (Exh.    AK,    letter  of  Nov.    7,    1963) 
to  settle  the  entire  controversy  by  changing  the  name  of  the  retail 
business  either  to  "Friend  Paper  Company"  or  to  "W.   H.    Friend  & 
Company";    by  using  for  a  specified  period  of  time  "No  connection 
with  H.    A.    Friend  and  Company  of  Zion,    Illinois"  in  sales  litera- 
ture;   and  by  deleting  the  "Western  Division"  from  the  trade  name. 
Plaintiff's  other  demands  however  were  not  possible  to  meet,    hence 
there  was  no  settlement.     The  parts  of  defendants'  catalogs,  objected 
to  herein  were  not  included  in  the  offer  but  only  because  they  had 
not  yet  been  revealed  by  the  discovery  proceedings.     It  is  believed 
that  plaintiff  is  not  even  entitled  to  as  much  as  defendants  offered. 

Neither  the  district  court  nor  plaintiff's  brief  gives  any 
indication  as  to  how  diverted  sales,    which  the  district  court  charac- 
terized as  small  (Ct.    477),    caused  as  much  as  $5,  000  in  lost  profits 
to  plaintiff  and  there  is  no  evidence  as  to  how  much  any  diverted 
customers  bought  from  defendants  or  when  they  bought  it. 

The  only  kind  of  evidence  in  the  case  which  the  district 
court  could  have  used  as  a  basis  for  finding  or  estimating  actual 
damage  would  be  the  approximately  30  depositions  on  confusion 
taken  by  plaintiff,    and  from  these  determine  which  deponents  had 
given  business  to  defendant  because  of  confusion,    and  then  estimate 
the  dollar  amount  of  all  such  confused  sales  from  some  given  date, 
presumably  the  filing  date  of  the  suit  when  defendant  was  put  on 
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notice  of  plaintiff's  trademarks,    and  then  estimate  the  amount  of 
profit  lost  to  the  plaintiff.     There  is  no  evidence  in  the  case  of  any 
of  these  factors  insofar  as  defendants  are  aware,    excepting  the  two 
customers  diverted  because  of  confusion.     There  is  no  evidence  as 
to  whether  these  deponents  represent  the  only  ones  who  gave  business 
to  defendants  because  of  confusion.     But  since  plaintiff  had  no  need 
for  taking  all  these  depositions  merely  to  show  likelihood  of  confu- 
sion, it  may  be  inferred  that  plaintiff  uncovered  substantially  all 
customers  which  could  have  been  considered  diverted  by  confusion. 

Considering  that  plaintiff's  far  west  state  sales  for  the  years 
from  1942  well  into  the  1950's  was  about  $1,  000  per  year,    (Chart 
Appendix  "l",    opening  brief,    and  plaintiff's  tabulation  of  sales. 
Appendix  "C''  of  this  brief),    it  follows  that  total  profits  for  all 
customers  of  plaintiff  in  the  far  western  states  averaged  about  $50 
per  year,    assuming  a  5%  profit  on  sales.     Since  defendants  could 
have  diverted  only  a  small  proportion  of  the  total  of  the  184  cus- 
tomers of  plaintiff  in  the  far  western  states,    it  is  very  likely  that 
the  diversionary  effect  of  defendants'  activities  was  less  than  about 
$10  or  $15  per  year  insofar  as  lost  profits  are  concerned. 

The  $20,  000  damages  for  the  misrepresentations  would  like- 
wise have  to  be  based  on  diversion  of  business  from  the  plaintiff  in 
order  to  have  a  proper  basis,    and  therefore  would  involve  a  duplica- 
tion of  the  $5,  000  damages  awarded  for  the  trademark  infringement. 
Danger  of  duplication  is  recognized  and  condemned  in  Maier  Brewing 
Co.   V.    Fleischmann,    35  9  F.  2d  156,    159,    by  this  Court  in  the  follow- 
ing words,    which  though  specifically  stated  in  respect  to  attorney's 
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fees,    are  applicable  to  all  duplications: 

"If  attorney's  fees  can  be  awarded  in  addition  to  the 
award  permitted  by  section  1117,    there  is  grave  danger 
of  duplication  of  damages,    as  a  practical  matter.     (Cf. 
Day  V.    Woodworth,    1851,    54  U.S.    [13  How.]  363,    372)." 
Whatever  damage  plaintiff  has  suffered  from  misrepresentation,    if 
any,    could  only  be  due  to  confusion  arising  from  trademark  infringe- 
ment and  must  be  included  in  the  damage  award  for  trademark 
infringement. 

In  footnote  12  of  its  brief,    p.    31,    plaintiff  asserts  that  the 
records  of  Gilbert  Paper  Company,    Exh.    19  and  20  through  29m  of 
the  Schmerein  deposition  Exh.    BK,    show  that  for  the  period  between 
1955  and  1966  Wilber  Friend  purchased  over  600,  000  pounds  of  paper 
watermarked  "Friend's  Title  Linen",    98%  of  which  was  25%  cotton 
fiber  grade,    which  Wilber  Friend  allegedly  sold  as  50%  cotton  fiber 
paper  and  saved  over  $60,  000.     This  statement  is  not  true  for  at 
least  five  reasons:     (1)  nowhere  in  the  record  of  this  case  is  there 
any  evidence  that  Wilber  Friend  purchased  over  600,  000  pounds  of 
paper  watermarked  "Friend's  Title  Linen";     (2)  the  exhibits  of  the 
Schmerein  deposition  referred  to  by  plaintiff  in  calculating  the 
600,  000  pound  figure  include  invoices,    purchase  orders,    and  sales 
records  of  sales,    so  there  is  a  probability  of  counting  a  particular 
shipment  two  or  three  times  into  the  computation;     (3)  the  600,  000 
lb.   figure  includes  "Friend's  Linen"  paper  sold  to  plaintiff  H.   A. 
Friend  and  Company  during  the  same  period  and  not  sold  or  used  by 
defendant;     (4)  the  record  does  not  show  that  all  paper  watermarked 
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"Friend's  Title  Linen"  was  advertised  as  being  50%  cotton  fiber 
paper,    but  instead  shows  that  "Friend's  Title  Linen"  typing  paper 
was  advertised  without  reference  to  cotton  fiber  content  and  that 
only  engraved  letterhead  paper  was  advertised  as  50%  cotton  fiber 
content;     and  (5)  rather  than  deriving  a  profit  by  using  25%  paper 
for  envelopes  instead  of  50%  paper,    the  record  shows  that  defendant 
passed  the  savings  on  to  the  custonaer  so  that  defendant  obtained 
actually  no  monetary  benefit  whatsoever. 


IV 

PLAINTIFF'S   ARGUMENT   THAT   IT   SHOULD 
BE   AWARDED  ALL  OF   DEFENDANTS' 
PROFITS. 


The  law  in  this  circuit  in  cases  of  deliberate  infringement 
where  a  plaintiff  has  not  lost  substantial  business  or  profits,    is  as 
expressed  in  this  Court's  decision  in  National  Van  Lines  v.   Dean, 
wherein  this  Court  said  (237  F.  2d  688,    694): 

"A  careful  examination  of  the  record  fails  to  reveal  any 
specific  evidence  to  the  effect  that  appellant  has  lost 
substantial  business  and  profits  as  a  result  of  appellee's 
unfair  competition  ....     While  some  loss  of  business 
undoubtedly  has  occurred,    it  would  not  under  the  circum- 
stances,   be  fairly  measured  by  appellee's  profits,    nor 
be  revealed  by  an  accounting.  " 
Thus,    at  that  time  at  least,    the  monetary  amount  to  be  awarded 
appears  to  be  the  plaintiff's  damages  which  could  be  measured  by 
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defendant's  profits  under  appropriate  circumstances,   which  how- 
ever did  not  exist  in  the  National  Van  Lines  case,    and  this  Court 
made  it  clear  that  if  defendant's  profits  were  ever  used  as  a  measure 
of  damages,   they  would  be  limited  to  those  related  to  defendant's 
damage,   that  is,    diversion  of  sales. 

It  is  submitted  that  the  present  case  is  similar  to  the 
National  Van  Lines  case  in  that  while  plaintiff  has  lost  some 
business  to  defendants,    the  loss  has  not  been  great.     This  is  con- 
firmed by  the  findings  of  the  district  court  which  held  that  the  sales 
lost  by  plaintiff  were  small  in  amount  and  not  readily  susceptible  of 
ascertainment  by  an  accounting.     The  question  of  an  accounting  being 
discretionary,    the  court's  decision  about  it  should  not  be  set  aside 
in  the  absence  of  abuse  of  discretion. 

The  chart  which  is  Appendix  I  of  defendant- appellants'  open- 
ing brief,    shows  that  defendants'  entry  into  the  retail  business  in 
the  western  states  in  1950  had  no  ascertainable  effect  on  the  plain- 
tiff's business  in  the  western  states.     Since  the  amount  of  plaintiff's 
business  in  the  western  states  has  been  so  small  from  the  very 
start  of  it  as  not  to  be  easily  readable  on  the  chart,    the  tabulation 
furnished  by  the  plaintiff  (Ct.    62  and  63)  is  provided  in  Appendix 

C  '  of  the  present  brief.     Moreover,    the  plaintiff's  western  state 
sales  figure  include  all  of  Texas,    most  of  which  the  defendant  does 
not  sell.     The  state -by- state  tabulation  of  plaintiff's  customer 
accounts  in  the  western  states  furnished  by  plaintiff  (Ct.    64)  and  the 
tabulation  of  total  sales  furnished  by  plaintiff  (Ct.    61,    62  and  325) 
are  also  included  in  Appendix  "A"  hereof.     Inspection  of  the  chart 

15. 


and  these  tabulations  furnished  by  plaintiff  shows  the  absence  of 
perceptible  damage.     Thus,    in  Crupe  v.    Click,    26  Cal.  2d  680,    692- 
693  (1945),    it  is  stated,    "where  the  operation  of  an  established 
business  is  prevented  or  interrupted,    as  by  a  tort  or  breach  of 
contract  or  warranty,    damages  for  the  loss  of  prospective  profits 
that  otherwise  might  have  been  made  from  its  operation  are  gener- 
ally recoverable  for  the  reason  that  their  occurrence  and  extent 
may  be  ascertained  with  reasonable  certainty  from  the  past  volume 
of  business  and  other  provable  data  relevant  to  the  probable  future 
sales.     [Citations]." 

Defendants  submit  that  even  if  all  the  defenses  set  forth  in 
defendants'  opening  brief  are  rejected,    under  the  circumstances  of 
the  present  case  the  award  should  be  limited  to  an  injunction  for  the 
same  reasons  as  in  the  National  Van  Lines  case  wherein  this  Court 
stated  (237  F.  2d  688,    694): 

"While  some  loss  of  business  undoubtedly  has  occurred, 
it  would  not,    under  the  circumstances,    be  fairly  measured 
by  appellee's  profits,    nor  be  revealed  by  an  accounting. 
In  our  view,    the  injunction  to  be  entered  will  satisfy  the 
substantial  equities  of  the  case.     See  Champion  Spark 
Plug  Co.    V.    Sanders,    331  U.  S.    125,    91  L.  Ed.    1386, 
67  S.    Ct.    1136,    73USPQ133." 

This  Court's  decision  in  the  recent  case  of  Maier  Brewing 
Co.   V.    Fleischmann,    390  F.  2d  117,    157  USPQ  76,    does  not  require 
any  different  basis  of  award  in  a  case  such  as  this  than  that  in 
National  Van  Lines,    although  it  may  have  expanded  the  possibilities 
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in  cases  where  there  is  no  competition  between  the  parties. 

In  the  recent  Maier  Brewing  case,    390  F.  2d  117,    this  Court 
stated  (at  page  120): 

"The  equitable  limitation  upon  the  granting  of  monetary- 
awards  under  the  Lanham  Act,    15  USC  §  §  1117,    would 
seem  to  make  it  clear  that  such  a  remedy  [accounting] 
should  not  be  granted  as  a  matter  of  right.  " 
In  its  brief  pp.    62-64,    plaintiff  argues  that  it  should  not 
only  have  all  the  damages  which  have  been  awarded  by  the  district 
court,    but  also  all  of  defendants'  profits  which  plaintiff  asserts 
"could  reach  several  hundred  thousand  dollars",    and  it  appears  to 
base  these  contentions  on  the  recent  decision  of  this  Court  in  Maier 
Brewing  Co.    v.    Fleischmann,    390  F.  2d  117.     Neither  this  latest 
Maier  Brewing  case,    nor  any  other  case  known  to  defendants  holds 
that  a  plaintiff  should  be  awarded  both  the  plaintiff's  damages  and 
the  defendants'  profits,    and  there  is  no  known  case  holding  what  the 
plaintiff  is  demanding  herein,    namely  to  have  compensatory  damages, 
trebled  under  the  Lanham  Act  for  trademark  violations,    and  also 
damages  for  misrepresentations  of  the  defendants'  products  arising 
from  the  same  sales  and  business  activity  on  which  the  compensa- 
tory damages  were  based,    and  also  attorney's  fees,    and  also  all 
the  defendants'  profits.     This  is  visionary  pie-in-the-sky,    utterly 
inconsistent  with  the  insignificant  amount  of  plaintiff's  business  and 
number  of  customers  in  the  far  west,    and  sales  diverted  to  defend- 
ant. 

The  court's  opinion  discussed  possibilities  in  cases  where 
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an  accounting  is  appropriate,    and  it  indicated  two  alternate  possi- 
bilities where  there  could,   under  appropriate  equitable  circum- 
stances,   be  an  accounting  of  the  defendant's  profits,    namely, 

(1)  where  there  is  direct  competition  between  the  parties,    and 

(2)  where  there  is  no  direct  competition  between  the  parties.     In 
respect  to  the  first  alternative,    this  Court  said  (390  F.  2d  117,    123): 

"in  the  case  where  there  is  direct  competition  between 
the  parties,    this  can  be  accomplished  by  an  accounting 
of  profits  based  on  the  rationale  of  a  returning  of  diverted 
profits.  " 
The  second  alternative  is  stated  by  this  Court  in  the  following 
words  (at  page  123): 

In  those  cases  where  there  is  infringement  but  no  direct 
competition,    this  can  be  accomplished  by  the  use  of  an 
accounting  of  profits  based  on  unjust  enrichment  rationale.  " 
It  is  apparent  that  if  an  accounting  of  defendants'  profits 
were  equitable  or  appropriate  at  all  in  the  present  case,    such 
accounting  would  only  occur  under  the  first  alternative,    namely, 
direct  competition,    and  not  under  the  second  alternative  where  there 
is  no  direct  competition.     The  finding  of  the  district  court  is  that 
there  has  been  competition  between  the  parties,    and  the  plaintiff  has 
maintained  at  the  trial  and  argued  in  its  brief  that  there  is  competi- 
tion between  the  parties  in  the  western  states.     Accordingly,    such 
an  accounting  only  would  be  "based  on  the  rationale  of  a  returning 
of  diverted  profits". 

In  reference  to  the  permissible  limits  of  such  an  accounting 
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of  profits,    this  Court  stated  (390  F.  2d  117,    124): 

"The  plaintiff  of  course  is  not  entitled  to  profits 
demonstrably  not  attributable  to  the  unlawful  use  of 
his  marks.  " 
and  also  (at  page  124): 

"if  it  can  be  shown  that  the  infringement  had  no  relation 
to  profits  made  by  the  defendant,    that  some  purchasers 
bought  goods  bearing  the  infringing  mark  because  of  the 
defendants'  recommendation  or  his  reputation  or  for  any 
reason  other  than  a  response  to  the  diffused  appeal  of  the 
plaintiff's  symbol,    the  burden  of  showing  this  is  upon 
the  poacher. " 

There  is  ample  evidence  in  the  present  case  that  defendants' 
sales  were  due  mainly  to  the  personal  sales  efforts  of  the  defendant 
himself  in  traveling  through  office  buildings  in  large  cities  in  the 
far-west  states  and  making  personal  calls  (Rt.    49,    59,    74),     Plain- 
tiff's business  likewise  resulted  principally  from  salesman  (Rt. 
343-344).     The  plaintiff  never  had  any  salesman  in  the  far  western 
states  (Richard  Friend  dep.    Exh.    BI,    p.    6,    lines  2-4).     Plaintiff 
found  as  early  as  1949  that  mere  mailings  to  the  far  west  states 
produced  no  noticeable  business  (chart  of  sales.    Appendix  I). 
Practically  all  of  plaintiff's  business  is  in  the  midwest  states  where 
it  has  salesmen  who  make  calls  (Richard  Friend  dep.    Exh.    BI, 
p.    5,    line  14  -  p.    6,    line  9)  and  practically  none  of  it  has  been  in 
the  far  west  states  where  it  had  no  salesmen. 

It  is  obvious  that  there  was  no  mark  or  name  of  plaintiff 
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which  may  be  called  a  "plaintiff's  symbol"  to  which  there  could  be 
any  appreciable  "diffused  appeal"  in  the  far  west  states  where  there 
were  practically  no  law  offices  having  any  knowledge  of  the  plaintiff. 
Hence  no  consideration  should  be  given  to  awarding  profits  on  the 
basis  of  non-competition  or  on  account  of  any  "diffused  appeal". 

Plaintiff's  demands  are  compounded  by  its  additional  demand 
(p.    63  of  its  brief)  for  "the  defendants'  savings  on  paper  costs", 
these  "savings"  presumably  being  the  amounts  by  which  the  costs 
of  25%  cotton  paper  or  50%  cotton  paper  is  less  than  a  higher  cotton 
percentage  paper.     However,    plaintiff's  brief  also  states  (footnote 
12,    p.    31)  that  defendants'  prices  were  lower  than  plaintiff's  prices, 
and  furthermore  defendant  himself  has  testified  that  his  prices  were 
based  on  costs  (Rt.    185).     Hence,    defendant  has  made  no  savings  on 
paper  costs  which  are  not  included  in  what  plaintiff  is  demanding  as 
defendants'  profits. 

A  pertinent  question  to  consider  is:     Can  all  stationers  also 
have  defendant's  profits  for  misrepresentations? 


V 

THE  PLAINTIFF'S  ARGUMENT  CONCERNING 
15  U.  S.  C.  1125(a)  AND  CALIFORNIA  LAW  OF 
UNFAIR    COMPETITION. 


In  pp.    45-47  of  plaintiff's  brief  plaintiff  argues  that  15  U.  S.  C. 
1125(a)  applies  to  misrepresentations  even  though  their  nature  is 
such  that  they  have  no  effect  in  passing  off  defendants'  goods  as 
those  of  the  plaintiff,    and  plaintiff's  brief  downgrades  the  force  of 
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this  Court's  decision  in  Chamberlain  v.   Columbia  Pictures,    186 
F.  2d  923  (discussed  in  defendants'  opening  brief  pp.    72-74),    which 
applied  this  passing  off  limitation  to  15  U.  S.  C.    1125(a).     It  is  sub- 
mitted however  that  plaintiff's  arguments  do  not  detract  from  the 
force  of  the  Chamberlain  decision  as  set  forth  in  pp.    72-75  of 
defendants'  opening  brief,    beyond  pointing  out  that  some  other  cir- 
cuits do  not  agree  with  it.     The  background  of  the  law  leading  up  to 
the  Chamberlain  decision  supports  it. 

Plaintiff's  brief  lays  great  stress  on  what  it  calls  the  cheat- 
ing by  defendant  of  its    customers  through  the  alleged  misrepresenta- 
tions of  cotton  fiber  content.     It  is  submitted  that  there  is  no  reason 
why  plaintiff  should  collect  damages  on  a  theory  that  defendants' 
customers  have  been  cheated.     The  only  theory  on  which  plaintiff 
should  collect  damages,    if  at  all,    is  on  account  of  trademark 
infringement  found  by  the  district  court.     But  the  fact  that  the 
district  court  has  found  trademark  infringement,    an  injury  to  plain- 
tiff,   should  not  give  plaintiff  the  right  to  duplicate  damages  on  a 
theory  that  defendant  has  cheated  its  customers  in  the  same  opera- 
tions in  which  there  was  the  trademark  infringement. 

The  courts  have  consistently  held  that  cheating  of  one's 
customer  does  not  give  a  competitor  a  cause  of  action  even  though 
the  customers  may  have  a  cause  of  action. 

A  leading  case  is  American  Washboard  Co.    v.    Saginaw  Mfg. 
Co.  ,    103  Fed.    281  (6  Cir.    1900)  wherein  the  sole  manufacturer  of 
aluminum  washboards  sought  to  enjoin  the  false  representation  that 
a  competing  sinkboard  was  made  of  aluminum.     The  court  made  the 
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following  pertinent  statement  (103  Fed.    281,    285): 

"it  is  true  that  in  these  cases  it  is  an  important  factor 
that  the  public  are  deceived,    but  it  is  only  where  this 
deception  induces  the  public  to  buy  the  goods  as  those  of 
complainant  that  a  private  right  of  action  arises.  " 
In  the  present  case  there  is  no  evidence  whatever  that  the  defendants' 
catalog  statements  concerning  its  cotton  fiber  contents  played  any 
part  in  inducing  the  public  to  believe  it  was  purchasing  plaintiff's 
goods  rather  than  defendants'  goods. 

In  the  present  case  the  plaintiff  is  in  a  far  weaker  position 
than  in  the  American  Washboard  case  insofar  as  diverting  sales 
from  the  plaintiff  through  misrepresentation  of  goods  is  concerned. 
In  the  American  Washboard  case,    the  plaintiff  was  the  sole  source 
of  aluminum  washboards  and  from  that  it  may  be  readily  inferred 
that  sales  made  by  the  defendant  would  have  gone  to  the  plaintiff  but 
for  the  misrepresentations.     In  the  present  case,    on  the  other  hand, 
the  plaintiff  has  made  only  a  small  fraction  of  a  percent  of  all  the 
sales  of  stationery  to  law  firms  in  the  far  west  states. 

In  Hosier  Safe  Co.   v.   Ely-Norris  Safe  Co.  ,    273  U.S.    132, 
71  L.  Ed.    578,    revs'g  7  F.  2d  603  (2  Cir.    1925)  cited  in  p.    47  of 
plaintiff's  brief,    the  Supreme  Court  made  the  following  pertinent 
statement  (273  U.  S.    132,    134): 

If,    on  the  other  hand,    the  representation  was  false  as 
it  is  alleged  sometimes  to  have  been,    there  is  nothing 
to  show  that  customers  had  they  known  the  facts  would 
have  gone  to  the  plaintiff  rather  than  to  other  competitors 
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in  the  market,    or  to  lay  a  foundation  for  the  claim  for 
a  loss  of  sales.    ..." 

Also  California  Apparel  Creators  v.    Wiedner  of  California. 
162  F.  2d  893  (2  Cir.    1947)  quoted  in  part  in  Appendix  "B". 

Plaintiff's  brief  at  page  44  seeks  benefits  under  California 
Civil  Code  §  3369  although  the  district  court  did  not  award  any  relief 
under  this  Civil  Code  section  or  any  other  California  law,    and  plain- 
tiff did  not  take  any  appeal  nor  assign  any  error  in  respect  to  it. 
It  is  submitted  for  these  reasons  alone  plaintiff  is  not  now  entitled 
to  extend  its  awards  thereunder.     It  is  appropriate  to  point  out  how- 
ever that  Civil  Code  §  3369  has  been  restricted  by  the  California 
courts  to  cover  only  those  misrepresentations  which  result  in  pass- 
ing off,    and  thus  conforms  with  this  Court's  decision  in  the  Chamber- 
lain case.     International  Association  of  Cleaning  and  Dye  House 
Works  V.    Landowitz,    20  Cal.  2d  418  (1942),    quoted  in  part  in  Appen- 
dix "B".     Show  Management  v.   Hearst  Publishing  Co.  ,    Inc.  ,    196 
Cal.  App.  2d  606  (1961),    wherein  false  advertising  was  involved  is 
quoted  in  part  in  Appendix  "B". 

It  is  true  that  in  1963  Civil  Code  §  3369  was  amended  as 
appears  in  Appendix  "A"  such  that  §  3369(3)  as  written  in  page  22(a) 
of  plaintiff's  brief  is  no  longer  strictly  correct.     The  amended  §  (3) 
reads  as  follows: 

3.     [Definitions.  ]    As  used  in  this  section,    unfair  compe- 
tition shall  mean  and  include  unlawful,    unfair  or  fraudulent 
business  practice  and  unfair,    untrue  or  misleading 
advertising  and  any  act  denounced  by  Business  and 
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Professions  Code  Sections  17500  to  17535,    inclusive." 
Business  and  Professions  Code  §  17500,    quoted  in  Appendix 
"A"  does  not  alter  the  situation  as  applicable  to  the  present  case  for 
the  reasons  that  the  additions  of  §  17500  do  not  add  any  materiality 
to  the  "unfair  or  fraudulent  business  practice  and  unfair,    untrue  or 
misleading  advertising"  which  has  been  in  §  3369  since  1933,    inso- 
far as  the  present  case  is  concerned. 

Apart  from  the  above  discussion  of  Civil  Code  §  3369,    it  is 
noted  that  paragraph  5  of  §  3369  provides  only  for  actions  for  injunc- 
tion and  not  for  any  profits  or  damage,    which  is  the  subject  of  the 
plaintiff's  argument  herein.     There  is  no  known  statute  or  rule  of 
law  of  California  which  would  award  any  profits  or  damages  for  a 
violation  of  §  3369. 

VI 

PLAINTIFF'S   DISCUSSION  OF   LACHES,    ACQUI- 
ESCENCE  AND   ESTOPPEL. 

On  p.    50  of  plaintiff's  brief,    heading  XI  is  worded  to  the 
effect  that  the  district  court  made  a  finding  that  "laches,    acquies- 
cence and  estoppel  do  not  protect  defendant".     That  wording  is 
inaccurate  as  the  district  court's  finding  was  limited  to  the  "Absence 
of  Laches"  (Ct.    476).     The  district  court  made  no  finding  in  respect 
to  estoppel  or  acquiescence  excepting  the  finding  that  plaintiff  had 
acquiesced  in  defendants'  use  of  the  name  Friend  Paper  Company. 

At  p.    51  plaintiff's  brief  supports  the  findings  of  the  district 
court  to  the  effect  that  there  is  no  laches  in  the  present  case  because 
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"the  present  management  of  plaintiff  did  not  know  of  defendant's 
infringement  activities  until  the  latter  part  of  1962".     Even  assum- 
ing that  to  be  true,    which  defendants  do  not  admit,    particularly  in 
view  of  the  visit  of  Howard  Friend  to  the  office  of  Friend  and  Com- 
pany in  1956  (Ct.    57)  it  is  immaterial  whether  the  "present  manage- 
ment",  that  is,    of  the  plaintiff  H.    A.    Friend  and  Company,    Inc., 
previously  had  actual  knowledge,    because  the  present  plaintiff  stands 
in  no  better  position  than  its  predecessor  whose  assets  and  liabilities 
it  received.     This  was  the  partnership,    which  included  Harley  A. 
Friend,    who  the  district  court  found  did  have  knowledge  of  the 
defendant's  name  Friend  and  Company  for  the  retail  stationery 
business,    at  least  as  early  as  April,    1957. 

Gillons  V.    Shell  Co.    of  California,    86  F.  2d  600  (9  Cir.  1936) 
cited  in  plaintiff's  brief,    holds  that  the  finding  of  the  trial  court  in 
respect  to  laches  will  not  be  set  aside  unless  it  is  clearly  wrong. 
Defendants  submit  that  it  was  clearly  wrong  to  hold  that  this  knowl- 
edge of  Harley  A.    Friend  was  not  imputed  to  the  then-existing 
partnership  of  H.  A.    Friend  and  Company,    for  the  reasons  stated  in 
p.    69  of  defendants'  opening  brief.     68  C.  J.S.    629  (Partnership, 
§175).     Stork  Restaurant  Inc.    v.    Sahati,    166  F.  2d  348,    362  (9  Cir. 
1948),    In  re  Fineberg,    36  F.  2d  392  (WD  NY  1929). 

Even  if  Harley  A.    Friend  had  been  mentally  incompetent  at 
the  time,    that  would  not  have  altered  the  situation  for  the  reason 
that  the  acts  of  the  three  partners  Richard,    Howard  and  William 
Friend  in  remaining  in  partnership  with  Harley  Friend  automatically 
subjects  them  to  liabilities  and  risks  from  the  acts  of  Harley  Friend, 
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the  same  as  the  acts  of  any  other  partner.     But  there  is  not  even 
any  suggestion  in  the  record  that  Harley  was  at  all  incompetent,    but 
only  that  he  was  a  cardiac  and  a  diabetic,    and  had  been  for  many 
years  (plaintiff's  brief  p.    36).     The  court  can  easily  take  judicial 
notice  of  the  fact  that  there  are  many  cardiacs  and  diabetics  in  high 
positions  performing  important  services  for  their  companies,    and 
binding  their  companies  to  their  acts.     A  reading  of  Harley  Friend's 
response  (Exh.    AG)  to  the  Lycette  letter  (Exh.    AF)  shows  he  was 
completely  rational.     Plaintiff's  brief  refers  on  p.    52  to  Harley 
being  "incapacitated"  and  only  having  "partial  knowledge".     There 
is  no  evidence  of  any  incapacity  and  the  Lycette  letter  showed  that 
he  had  full  knowledge  of  defendant's  trade  name  Friend  and  Com- 
pany and  that  it  was  in  the  retail  stationery  business  selling  to  law 
firms. 

On  p.    53  of  its  brief  plaintiff  in  quoting  from  the  case  of 
Whitman  V.    Walt  Disney  Productions,    Inc.,    263  F.  2d  229,    231 
(9  Cir.    1958)  (which  holds  that  laches  is  presumed  after  6  years  of 
knowledge),    refers  to  "poor  health"  as  a  possible  excuse  for  delay 
in  bringing  suit.     But  in  the  present  case  there  is  no  evidence  what- 
ever of  any  of  the  partners  Richard,    Howard  or  William  Friend 
being  in  poor  health.     Even  if  Harley  Friend  was  in  poor  health,    that 
would  not  prevent  the  partnership  from  bringing  suit,    and  certainly 
it  would  not  prevent  their  bringing  suit  after  Harley' s  death  in  195  9. 

Pertinent  correspondence  in  1949  and  195  6  involving  Harley 
A.   Friend  and  bearing  on  laches  is  copied  in  Appendix  "C"  hereof. 
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A.  Howard  Friend's  Visit  to  Friend  and 

Company  in  1956. 

In  reference  to  Howard  Friend's  visit  in  1956  to  the  office 
of  Friend  and  Company  at  55  West  Green  Street,    Pasadena  (pp.    23- 
25  of  defendants'  brief)  when  he  walked  through  the  only  entrance  to 
the  establishment  from  the  street,    the  door  of  which  bore  the  name 
"Friend  and  Company"  with  the  words  "wholesale  paper"  beneath 
the  name,    plaintiff's  brief  argues  near  the  bottom  of  p.    36  thereof 
that  "defendant  never  took  the  testimony  of  Howard  Friend  in  order 
to  bolster  its  affirmative  defense  although  defendant  took  testimony 
of  other  witnesses  in  plaintiff's  offices  in  Zion,    Illinois  when 
Howard  was  present".     This  last-quoted  statement  contains  an 
inaccuracy  in  that  defendant  never  took  any  testimony  of  anyone  in 
Zion,   Illinois,   but  merely  attended  depositions  of  three  witnesses 
called  by  plaintiff  in  plaintiff's  offices  in  Zion,    Illinois. 

Howard  Friend  while  on  that  automobile  trip  in  195  6  to 
California  from  Illinois,    on  his  own  initiative  ascertained  the  address 
of  Friend  and  Company's  business  establishment,    which  must  have 
been  either  from  the  telephone  book  or  from  business  cards  or 
communications  which  defendant  has  testified  (Rt.    392,    394  and 
402)  he  had  left  with  and  maintained  occasionally  with  his  Zion 
relatives.     Since  it  is  incredible  that  Howard  did  not  know  the  name 
of  the  place  he  was  looking  for,    and  entered  twice,    the  burden  of 
carrying  forward  any  further  possible  evidence  on  the  subject  rests 
with  the  plaintiff.     (Manufacturer's  Finance  Corp.   v.   Pacific  Whole- 
sale Radio,   Inc.,    130Cal.App.    239,    19  P.  2d  1013  (1933)). 
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A.  Howard  Friend's  Visit  to  Friend  and 

Company  in  1956. 

In  reference  to  Howard  Friend's  visit  in  1956  to  the  office 
of  Friend  and  Company  at  55  West  Green  Street,    Pasadena  (pp.    23- 
25  of  defendants'  brief)  when  he  walked  through  the  only  entrance  to 
the  establishment  from  the  street,    the  door  of  which  bore  the  name 
"Friend  and  Company"  with  the  words  "wholesale  paper"  beneath 
the  name,    plaintiff's  brief  argues  near  the  bottom  of  p,    36  thereof 
that  "defendant  never  took  the  testimony  of  Howard  Friend  in  order 
to  bolster  its  affirmative  defense  although  defendant  took  testimony 
of  other  witnesses  in  plaintiff's  offices  in  Zion,    Illinois  when 
Howard  was  present".     This  last-quoted  statement  contains  an 
inaccuracy  in  that  defendant  never  took  any  testimony  of  anyone  in 
Zion,    Illinois,    but  merely  attended  depositions  of  three  witnesses 
called  by  plaintiff  in  plaintiff's  offices  in  Zion,    Illinois. 

Howard  Friend  while  on  that  automobile  trip  in  1956  to 
California  from  Illinois,    on  his  own  initiative  ascertained  the  address 
of  Friend  and  Company's  business  establishment,    which  must  have 
been  either  from  the  telephone  book  or  from  business  cards  or 
communications  which  defendant  has  testified  (Rt.    392,    394  and 
402)  he  had  left  with  and  maintained  occasionally  with  his  Zion 
relatives.     Since  it  is  incredible  that  Howard  did  not  know  the  name 
of  the  place  he  was  looking  for,    and  entered  twice,    the  burden  of 
carrying  forward  any  further  possible  evidence  on  the  subject  rests 
with  the  plaintiff.     (Manufacturer's  Finance  Corp.   v.    Pacific  Whole- 
sale Radio,   Inc.,    130  Cal.  App.    239,    19  P.  2d  1013  (1933)) . 
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Plaintiff's  admissions  concerning  Howard  Friend's  visit  are 
included  in  Appendix  "C",    as  are  pertinent  excerpts  from  the  final 
argument  relating  to  laches,    during  which  the  district  Judge  held 
that  the  plaintiff-brothers  were  on  notice  about  Friend  and  Company 
(Rt.    596-597). 

Defendants  maintain,    of  course,    that  the  period  of  laches 
running  against  plaintiff  commenced  in  1949  for  the  reasons  given 
in  defendants'  opening  brief  pp.    16-21  and  67-71. 


B.  Defendant's  Reliance  on  Plaintiff's 

Inactivity. 


Plaintiff's  brief  on  p.    54  argues  absence  of  reliance  by 
defendant  on  anything  the  plaintiff  did  or  didn't  do.     However, 
defendant's  testimony  (Rt.    438-440)  stated  his  reliance  on  the  lack 
of  objection  by  his  father  in  1948  or  1949  after  being  told  of  the  pro- 
posed Friend  and  Company  with  that  name,    and  of  building  up  his 
Pasadena  establishment  from  zero  to  a  substantial  amount  of  assets 
in  such  reliance.     It  is  submitted  that  this  matter  of  reliance  goes 
to  the  issue  of  estoppel  rather  than  to  laches,    as  laches  can  occur 
simply  through  the  passage  of  the  15  years  since  1949  without  bring- 
ing suit. 


C.  The  Issue  of  Ownership  of  the 

Trademarks. 


Plaintiff's  brief,   for  example  at  pp.    11-23,   places  great 
emphasis  on  defendant's  trade  name  Friend  and  Company  and  the 
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associating  with  it  of  the  1908  business  of  Friend  Bros,    and  of 
Friend  Paper  Company  whose  post  office  address  was  Zion,    Illinois. 
While  thus  emphasizing  trade  name  violations  there  is  little  discus- 
sion of  the  "Friend's",    "Barrister"  and  "Banner"  trademark  rights. 
Plaintiff's  brief  (p.    43)  does  not  squarely  meet  the  question  whether 
plaintiff  is  the  owner  of  exclusive  rights  in  the  trademarks,    and  it 
argues  rather  that  the  important  thing  is  to  win  the  lawsuit.     It  is 
submitted  that  basic  trademark  law  requires  a  finding  of  ownership 
of  the  trademarks  before  a  defendant  can  be  enjoined,    for  reasons 
stated  at  pp.    49-66  of  defendant's  opening  brief.     "The  exclusive 
right  to  the  use  of  the  mark  or  device  claimed  as  a  trademark  is 
founded  on  priority  of  appropriation:     that  is  to  say,    the  claimant  of 
the  trademark  must  have  been  the  first  to  use  or  employ  the  same 
on  like  articles  of  production.  "    Columbia  Mill  Co.   v.   Alcorn,    150 
U.S.    460,    463,    37  L.Ed.    1144,    14  S.    Ct.    151. 

In  O'Connor  &  Gordon,    Inc.   v.    By-Line  Publications,    138 
N.Y.S.2dl04,    107(1955),    the  court  stated: 

"The  mere  fact  that  there  is  at  least  one  magazine  using 

the  name  'Quick'  in  addition  to  the  plaintiffs  is  sufficient 

to  defeat  the  plaintiffs  in  this  litigation.  " 
Also,    Rolley,   Inc.   v.   Young  Husband,    204  F.  2d  209,    212  (9  Cir. 
195  3).     Mere  use  of  a  mark  by  a  merchant  who  obtains  the  product 
from  a  manufacturer  does  not  confer  ownership  on  the  merchant. 
Brower  v.    Bolton,    58  Fed.    888  (CA  2,    1893);    Atlas  Beverage  Co. 
V.   Minneapolis  Brewing  Co.  ,    113  F.  2d  672  (8  Cir.    1940);    Omag 
Qptik  und  Mechanik  A.  G.   v.    Weinstein,    85  F.   Supp.    631  (S.  D.   N.  Y. 

(1949). 
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Error  is  implicit  in  the  statement  in  the  district  court's 
Memorandum  of  Decision  which  reads: 

"insofar  as  the  parties  to  this  action  are  concerned, 

the  entire  rights  in  and  to  such  trademarks  remain  in 

the  plaintiff."     (Ct.    471). 
It  is  submitted  that  a  trademark  cannot  be  "owned"  against  some 
people  while  not  being  "owned"  against  another. 

Plaintiff's  brief  slights  this  question  of  ownership  to  such  an 
extent  that  it  has  not  seen  fit  even  to  refute  the  parts  of  defendants' 
opening  brief  in  pages  48-65  thereof,    covered  by  the  following 
topical  headings: 

III.  H.    A.    FRIEND  AND   COMPANY  DOES   NOT  OWN  ANY  OF 
THE   MARKS  INVOLVED  IN   THIS   SUIT. 

IV.  PLAINTIFF-APPELLEE   DOES   NOT   OWN   THE    FRIEND'S 
REGISTRATION  NO.    655,848. 

V.  H.    A.    FRIEND  AND   COMPANY   DOES   NOT   OWN   BANNER 
AS  A   TRADEMARK. 

VI.  BARRISTER    BOND  IS   NOT   A   VALID  TRADEMARK  NOR 
IS   IT  OWNED   BY  OR    HELD  IN   TRUST   FOR    H.    A. 
FRIEND  AND   COMPANY. 

VII  H.    A.    FRIEND  AND   COMPANY   DID  NOT   OBTAIN  EVEN 

A  PURPORTED  ASSIGNMENT  OF    BARRISTER    BOND 
UNTIL   AFTER    THE    FILING  OF   THIS   SUIT. 
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D.  Wilber  Friend's  Testimony  is  Not 

Impeached  Nor  False. 


Plaintiff's  brief  repeatedly  characterizes  Wilber  Friend's 
testimony  as  "preposterous  stories"  or  "unbelievable",    and  his 
conduct  as  "heinous".     Actually,    most  of  the  factual  elements  in  the 
plaintiff's  case  concerning  the  businesses  of  H.    A.    Friend  and  Com- 
pany and  of  the  defendants  have  been  supplied  by  Wilber  Friend  and 
relied  on  by  plaintiff.     There  are  two  items  of  Wilber  Friend's  testi- 
mony,   however,    which  plaintiff  does  not  wish  to  have  believed, 
namely,    (1)  that  Harley  Friend  had  been  informed  in  the  1930's  of 
Friend  Paper  Company  being  the  proprietary  business  of  Wilber 
Friend  (Rt.    311),    and  (2)  that  Harley  Friend  had  been  informed  in 
1948  or  1949  of  Wilber  Friend's  intention  to  go  into  business  at 
retail  on  the  west  coast  with  the  name  Friend  and  Company  (Rt.    341), 
and  of  passing  the  Friend  and  Company  business  card  to  his  brothers 
(Rt.    389,    392).     This  is  the  only  admissible  testimony  on  this  sub- 
ject as  William  Friend's  attempt  to  rebut  it  was  mere  opinion  or 
hearsay.     Plaintiff  seeks  to  eliminate  defendants'  testimony  by 
characterizing  all  his  testimony  as  unbelievable.     The  particular 
and  only  testimony  which  the  district  judge  referred  to  as  "unbeliev- 
able" (p.    13  of  plaintiff's  brief)  was  opinion-type  testimony  and  not 
concrete  factual  testimony.     The  testimony  to  which  the  judge's 
Memorandum  alludes  (Ct.    467)  appears  as  follows  (Rt.    54): 
"Q.  Did  you  have  any  general  offices  in  the 

Chicago  area? 

"A.         I  believe  that  would  be  a  matter  of  personal 
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opinion.     I  did  have  some  sort  of  an  office  in  that  area. 
"Q.  What  was  the  nature  of  that  office? 

"A.  The  office  that  I  had  in  my  home  that  my  son 

conducted  for  me,    handling  my  mail  and  various  duties 
that  I  asked  him  to  do.  " 
It  is  possible  to  differ  with  Wilber  Friend's  opinion  as  to  what  con- 
stitutes an  office,    but  it  is  hardly  possible  to  avoid  the  observation 
that  in  this  testimony,    as  well  as  all  other  testimony,    he  did  not 
evade  or  distort  any  of  the  underlying  concrete  facts.     In  Fleisch- 
mann  Distilling  Corp.   v.   Maier  Brewing  Co.  ,    314  F.  2d  149  (9  Cir. 
1963),    this  Court  said  (at  pp.    158-159): 

"Mr.    McCormick  (McCormick  On  Evidence,    Sec.    243) 
notes  that  by  no  means  is  every  sort  of  testimony  of  a 
party  to  be  treated  as  a  conclusive  or  judicial  admission. 
Among  the  exceptions  noted  are  cases  in  which  the  testi- 
mony of  the  party  is  in  the  nature  of  an  opinion.    .    .    . 
The  rule  is  inapplicable,    moreover,    'when  the  party's 
testimony  is  an  estimate  or  opinion  rather  than  an  asser- 
tion of  concrete  fact'.  " 

E.  The  Witness  Poole  Was  Impeached. 


At  p.    21  of  its  brief  plaintiff  refers  to  Melvin  Poole's  testi- 
mony that  Wilber  Friend  "suggested"  that  he  tell  people  that  plaintiff 
and  defendant  were  "one  and  the  same"  if  they  asked,    and  he  himself 
did  tell  customers  they  were  "one  and  the  same"  (Rt.    218).     Mr. 
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Poole,    a  discharged  former  employee,    was  impeached  in  respect  to 
this  testimony  that  it  was  Wilber  Friend's  suggestion.     At  Rt.    226, 
line  14  to  228,    line  6,    he  was  asked  to  read  his  earlier  deposition 
in  which  he  gave  the  following  testimony: 

"Q.  Did  Mr.    Friend  give  you  any  instructions 

on  what  to  say  in  the  event  such  a  question  was  asked? 

"A.  No." 

Following  that  last  answer  of  his  deposition  he  was  asked  at  the 
trial  (Rt.    228,    line  3): 

"Q.  Is  that  your  testimony  now,    Mr.    Poole? 

"A.  Yes. 

"Q.  Do  you  wish  to  make  an  explanation? 

"A.  No  explanation.     Read  further.  " 

The  further  reading  (in  Rt.    228  and  229)  clearly  states  that  Mr. 
Poole  took  it  upon  himself  to  deceive  the  customers,    well  knowing 
the  falsity  of  his  statements  to  them. 

Selling  was  not  Mr.   Poole's  job  at  Friend  and  Company.     He 
only  did  this  selling  on  four  occasions  and  at  his  own  request.     None 
of  these  four  occasions  was  for  more  than  one  day  excepting  a  two 
week  trip  (Rt.    236-237). 

Mr.    Poole's  testimony  that  in  doing  this  he  ran  into  about 
50  prospects  who  had  been  former  customers  of  H.   A,    Friend  and 
Company,    and  whom  he  told  that  plaintiff  and  defendant  were  one 
and  the  same  (Rt.    235,    236)  is  phenominal,    considering  that  plain- 
tiff's counsel  during  his  travels  through  the  western  states  for 
depositions  on  confusion,    located  far  fewer  than  this,    and  Wilber 
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Friend  could  recollect  only  5.     Mr.    Poole's  testimony  is  a  gross 
exaggeration. 

SUMMARY 


Many  pages  of  plaintiff's  brief  are  taken  up  with  discussion 
of  the  relatively  few  confused  customers  and  "heinous"  conduct  of 
defendant  such  as  one  or  two  instances  where  the  defendant  did  not 
correct  the  customer's  impression  that  defendant  had  the  customer's 
die  in  Zion;     and  the  format  of  the  defendants'  catalogs  with  refer- 
ence to  Zion.     While  they  may  not  be  laudable,    the  code  of  conduct 
involved  is  caveat  emptor  rather  than  a  lawyer's  code  of  ethics. 
Defendants  submit  that  disproportionate  weight  should  not  be  given 
to  the  approximately  sixteen  customers  who  indicated  confusion. 
It  is  submitted  that  the  excessive  damages  and  attorney's  fees 
awarded  by  the  district  court  do  not  correspond  with  these  few 
scattered  instances. 

When  plaintiff's  counsel  agreed  with  the  district  judge's 

statement  that  Harley  Friend  had  slept  on  his  rights  (quoted  in 

Appendix  "C"),    he  was  stating  in  effect  what  Harley  Friend  had 

actually  done,    namely,    lay  the  matter  to  rest  knowing  that  Wilber 

was  using  the  name  Friend  and  Company,    and  knowing  that  only 

Gilbert  Paper  Company  owned  any  exclusive  rights  in  "Barrister 

Bond"  (As  Wilber  knew  also),    and  believing,    correctly,    that  all  the 

other  trademarks  were  "free-marks"  (as  Wilber  believed  also). 

The  only  thing  Harley  may  not  have  known  was  the  format  of  the 

catalogs. 
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It  is  too  late  now  for  the  present  plaintiff  to  resurrect  what 
Harley  Friend  had  years  ago  knowingly  and  deliberately  laid  to 
rest. 

Respectfully  submitted, 

ANGUS  &   MON 

D.  GORDON  ANGUS 

ROBERT  M.  ANGUS 

Attorneys  for  Defendants -Appellants 
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APPENDIX  A 

"(15   U.  S.  C     1126g)  .    Trade  names  or  commercial 
names  protected. 

Trade  names  or  commercial  names  of  persons  des- 
cribed in  paragraph  (b)  of  this  section  shall  be  protected 
without  the  obligation  of  filing  or  registration  whether  or 
not  they  form  parts  of  marks,  " 

"(15U.S.  C.     1126h).      Protection  against  Unfair 
Competition. 

Any  person  designated  in  paragraph  (b)  of  this 
section  as  entitled  to  the  benefits  and  subject  to  the  pro- 
visions of  this  Act  shall  be  entitled  to  effective  protection 
against  unfair  competition,   and  the  remedies  provided 
herein  for  infrigement  of  marks  shall  be  available  so  far 
as  they  may  be  appropriate  in  repressing  acts  of  unfair 
competition.  " 


Business  and  Professions  Code  §17500 

"§17500.    Making  or  disseminating  untrue  or 
misleading  statement  unlawful.   It  is  unlawful  for  any  person, 
firm,    corporation  or  association,   or  any  employee  thereof 
withintent  directly  or  indirectly  to  dispose  of  real  or  per- 
sonal property  or  to  perform  services,   professional  or 
otherwise,   or  anything  of  any  nature  whatsoever  or  to 
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induce  the  public  to  enter  into  any  obligation  relating 
thereto,   to  make  or  disseminate  or  cause  to  be  made 
or  disseminated  before  the  public  in  this  State,   in  any 
newspaper  or  other  publication,   or  any  advertising  de- 
vice,  or  by  public  outcry  or  proclamation,   or  in  any  other 
manner  or  means  whatever,   any  statement,    concerning 
such  real  or  personal  property  or  services,   professional 
or  otherwise,   or  concerning  any  circumstance  or  matter 
of  fact  connected  with  the  proposed  performance  or  dis- 
position thereof,    which  is  untrue  or  misleading,   and  which 
is  known,   or  which  by  the  exercise  of  reasonable  care 
should  be  known,   to  be  untrue  or  misleading,   or  for  any 
such  person,   firm,   or  corporation  to  so  make  or  dis- 
seminate or  cause  to  be  so  made  or  disseminated  any 
such  statement  as  part  of  a  plan  or  scheme  with  the  intent 
not  to  sell  such  personal  property  or  services,   profess- 
ional or  otherwise,    so  advertised  at  the  price  stated  there- 
in,  or  as  so  advertised.  " 


California  Civil  Code,    /§3369.    (Relief  not  granted  to 

enforce  penalty,   forfeiture  or  penal  law:    Exceptions: 

Unfair  competition  enjoinable:   Definitions;    Who  may 

prosecute  actions.  ) 

3.  [Definitions.]      As  used  in  this  section,   unfair 

competition  shall  mean  and  include  unlawful,  unfair  or 
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fraudulent  business  practice  and  unfair,   untrue  or  mis- 
leading advertising  and  any  act  denounced  by  Business 
and  Professions  Code  Sections  15700  to  17535,   inclusive. 
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In  California  Apparel  Creators  v.   Wiedner  of 
California,    162  F.  2d  893  (2  Cir.     1947),    the  court  held, 
at  page  900: 

"To  recover  damages  or  to  receive  protective  re- 
lief against  the  actions  of  these  defendants,   plaintiffs  must 
therefore  show  not  only  a  representation  by  defendants 
which  is  false  and  deceitful  in  the  sense  of  luring  customers 
to  their  doors  wrongfully,   but  also  that  plaintiffs  have  lost 
their  own  rightful  custom  thereby.  " 

The  court  made  the  following  pertinent  statement 
(at  page  901): 

"it  is  nowhere  claimed  that  there  is,   or  will  be, 
available  any  proof  of  specific  customers  diverted  from 
specific  plaintiffs  through  the  actions  of  these  defendants. 
The  only  possible  suggestion  of  injury  is  by  a  strained 
process  of  inference,   as  by  the  suggested  conclusion  that 
the  general  effects  of  defendants'  actions  must  have  divert- 
ed customers  from  the  plaintiffs. 

Here  we  are  met  with  the  direct  difficulty  found 
insurmountable  by  Justice  Holmes  in  the  Ely  -  Norris  Safe 
Co.    case,   that  there  is  no  reason  to  assume  that  defendants' 
customers,   deceived  as  to  the  place  of  origin,   would  other- 
wise have  bought  of  these  plaintiffs.    Not  only  are  these 
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plaintiffs  a  small  portion  of  the  total  California  manu- 
facturers,   but  they  do  not  even  appear  to  be  large  manu- 
facturers themselves  or  to  control  any  considerable 
portion  of  the  California  business.    The  reasons  which 
led  the  Supreme  Court  to  dismiss  the  bill  in  that  case  on 
its  allegations  are  therefore  more  pertinent  here,    where 
the  limited  extend  of  the  plaintiffs'  share  of  the  total 
business  definitely  appears  and  is  not  merely  a  matter  of 
inference,    as  there.  " 


In  International  Association  of  Cleaning  and  Dye 
House  Workers  v.   Landowitz,    20  C,  2d  418  (1942),   the 
court,   discussing  Civil  Code  §3369,    said  (at  pp.  421  and  422); 

"As  used  in  that  section,   unfair  competition  means 
'unfair  of  (sic)  fraudulent  business  practice  and  unfair, 
untrue  or  misleading  advertising  .  .  .  '   (Civ.    Code,   §3369 
(3)  .    )     Omitting  the  question  of  false  advertising  which  is 
not  involved  in  this  case,    the  statutory  definition  of  'un- 
fair competition'  thus  incorporated  in  Civil  Code,    §3369, 
is  not  essentially  different  from  that  which  has  historically 
furnished  the  basis  for  equity  injuctions  against  unfair 
com.petition.    Such  injuctions  were  not  directed  against 
business  practices  like  the  ones  involved  here  which,   if 
unfair,   are  made  so  under  special  statute.    Those  actions 
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ordinarily  involved  the  fraudulent  passing  off  of  one  per- 
sons'goods  as  those  of  another.  " 


In  Show  Management  v.    Hearst  Publishing  Co.  , 
Inc.  ,     196  CA   2nd.    606  (1961),   the  District  Court  of 
Appeals  held,    at  page  615: 

"While  the  American  Washboard  case  has  been 
criticized  (see  1  Callmann,    The  Law  of  Unfair  Compet- 
ition and  Trade-Marks  [2d.    ed.  ]   §81.  1,  pp.  298-300; 
Handler,   False  and  Misleading  Advertising,    39  Yale  L.  J. 
22,    36-37),   it  appears  to  represent  the  view  currently 
prevailing,    Callmann  states:    'Absent  special  legislation 
or  evidence  of  disparagement  or  an  intent  to  drive  a  com- 
petitor out  of  business,   the  Washboard  decision  has,   with 
few  modifications,    remained  the  law  of  the  land'.    (1  Call- 
mann,   The  Law  of  Unfair  Competition  and  Trade -Marks 
[2d.  ed.  ]   §18.  1,  p.  300;    see  1  Nims,   The  Law  of  Unfair 
Competition  and  Trade -Marks  [4th  ed.  ]  §9,  p.  50.  )   In 
another  place  Callmann  says:    'In  the  cases  involving 
false  advertising,   however,   the  deception  has  been  re- 
garded as  a  tort  only  against  the  customer,    and  the  com- 
petitor has  been  afforded  no  redress  unless  he  was  in  a 
position  to  prove  special  damage.    The  courts  have  not 
as  yet  recognized  that,    as  against  the  competitor,    such 
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deception  is  another  means  of  unfair  competition  and 
constitutes  an  independent  tort.  '    (Callmann,     False 
Advertising  as  a  Competitive  Tort,    48   Colum,  L.  Rev. 
876).  " 
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Plaintiff's  Answer  to  Interrogatory  No.     3  filed 
January  22,    1965.    (Ct.    61-62) 


"Total  Sales  of  Plaintiff    H,    A.    Friend  and 
Company,   Inc.   and  its  predecessors  in  each  of  the  calen- 
dar years  1940  through  1964  are  unavailable.    Said  sales 
for  those  years,   the  fiscal  year        ending  June  30,    with 
exception  of  1952,   for  which  records  are  temporarily 
unavailable,   are  as  follows: 


1941 

$105, 

283.  15 

1942 

108, 

535.75 

1943 

93, 

384.  52 

1944 

103, 

309.  23 

1945 

108. 

928.42 

1946 

166, 

412.  90 

1947 

225, 

735.  24 

1948 

223, 

267.44 

1949 

246. 

984,  20 

1950 

274, 

150.  12 

1951 

338, 

796.72 

1952 

1953 

357, 

367. 63 

1954 

381, 

397. 17 
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1955 

$413, 

663.  05 

1956 

445, 

149.78 

1957 

461, 

545.  67 

1958 

490, 

107. 17 

1959 

529, 

283.  31 

1960 

614, 

459.  44 

1961 

626, 

248.  37 

1962 

660, 

560. 68 

1963 

691, 

978.  54 

1964 

760, 

000.00 

[From  Answer  to  Int. 
No.    5,    ct.     325] 


1965  840,000.00 


II    II    II 


Plaintiff's  Answer  to  Interrogatory  No.    4  filed  January 
22,     1965  regarding  dollar  value  of  its  sales  in  the  states 
of  California,   Nevada,   Oregon,    Washington,   Idaho,   Utah, 
Arizona,    Montana,    Wyoming,    Colorado,   New  Mexico, 
the  Western  part  of  Texas,   Alaska  and  Hawaii.    (Ct.    62,  63) 


"Sales  by  Plaintiff  and  its  predecessors,   in  the 
above  group  of  states,   to  the  extent  presently  available 
from  Plaintiff's  records  are  as  follows:    (Most  records 
prior  to  1942  are  unavailable  because  believed  to  have 
been  lost  in  flooding  of  basement  of  H.    A.    Friend  and  Co. 
in  1942.    Records  after  the  first  half  of  1961  were  not  kept 
on  a  geographical  basis  and  compilation  would  require 
individual  checking  of  some  6,  000  customer  accounts). 
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1942 

$   421.08 

1943 

444. 52 

1944 

481. 25 

1945 

305.  06 

1946 

302.  33 

1947 

765.73 

1948 

1,  068.  93 

1949 

932. 88 

1950 

1,  361.  13 

1951 

2,  069.  97 

1952 

1,  696.  03 

1953 

2,  152.42 

1954 

785.03 

1955 

1,  180.  68 

1956 

2,  275.  05 

1957 

4,  001.79 

1958 

5,  375.  60 

1959 

5,  586.  89 

1960 

1 ,  889.  21 

1961 

8, 843. 00  approx 

1962 

8,843.00   " 

1963 

8,843.00   " 

1964 

8,843.00   " 

1965 

8,843.00   " 
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Extract  from  Plaintiff's  Answer  to  Interrogatory  No.    6 
filed  January  22,    1965  in  regard  to  the  number  of  customers 
plaintiff  had  in  each  of  the  western  states  in  each  of  the 
calendar  years  1940  through  1964.    (Ct.     64) 


"It  is  not  possible  to  state,    without  consulting  the 
various  purchasers,   in  what  specific  years  such  purchasers 
were  "customers".    The  purchasers  of  the  products  involved 
do  not  notify  plaintiff  or  its  predecessors  when  they  change 
over  to  a  new  supplier  or  when  an  individual  has  died. 
Accordingly,    in  a  good  faith  effort  to  answer  defendant's 
interrogatory,   plaintiff  states  that  the  geographical  file 
for  each  listed  state  has  account  sheets  for  the  number  of 
individual  accounts  following  the  state  set  forth  below  in 
the  years  covered  by  such  records,   namely,    1943  through 
the  first  half  of  1961. 

STATE  NUMBER  OF  ACCOUNTS 

Arizona  9 

California  20 

Colorado  13 

Idaho  4 

Montana  17 

New  Mexico  13 

Nevada  1 

Oregon  8 

Texas  55 
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Utah 

7 

Washington 

26 

Wyoming 

10" 
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EXHIBIT  M. 

GILBERT   PAPER  COMPANY 

Menasha,   Wisconsin 


October  1,     1948 


H.    A.    Friend  Manufacturing  Co. 
Zion,    Illinois 

Attention:    Mr.    H,  A.    Friend 


Dear  Mr.    Friend: 

A  short  time  back  you  expressed  a  desire  to  trace  certain 
private  watermarks  which  you  have  been  purchasing  through  our 
distributor,   the  Friend  Paper  Company,   and  manufactured  by 
the  Gilbert  Paper   Company.    Our  records  show  three  watermarks 
which  you  are  now  using  and  date  prior  to  the  time  of  their  pur- 
chase through  the  Friend  Paper  Company.    These  marks  are 
Security  Parchment,    Plymouth  Bond  and  Barrister  Bond. 

You  undoubtedly  recall  the  circumstances  under  which 
these  marks  were  obtained.    The  Security  Parchment  watermark 
was  purchased  by  the  Gilbert   Paper    Company  from  a  New  York 
individual,    and  the  Barrister   Bond  mark  was  assigned  to  us  by  the 
Southworth  Paper  Company.    The  Plymouth  Bond  mark  represented 
a  spare  dandy  roll  we  had  in  the  mill,   but  we  never  pursued  the 
ownership  of  this  watermark. 

The  Friend  Paper   Company  has  a  number  of  other  papers 

which  we  understood  you  purchased  from  them  and  which  marks 

are  exclusive  to  them  in  their  territory.    These  watermarks  are 
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EXHIBIT  M.'  (Continued) 
Friends  Legal  Linen,   Title  Linen  Bond,   Security  Onionskin, 

and  Barrister  Onionskin. 

Inasmuch  as  you  have  been  purchasing  these  watermarked 

papers  for  a  long  period  of  time  as  made  by  the  Gilbert  Paper 

Company,   we  sincerely  trust  we  may  continue  to  supply  them 

to  you.    Due  to  the  presence  of  these  same  watermarks  with  the 

Friend  Paper  Company  it  would  be  our  distinct  preference  to  see 

a  continuance  of  purchases  through  this  source,    which  we  assume 

is  highly  desirable  to  you  also. 

Yours  very  truly, 

GILBERT   PAPER   COMPANY 
s  /   J.    D.    Schmerein,   Sales  Depart- 
ment 
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EXHIBIT  M.    (Continued) 

GILBERT   PAPER  COMPANY 

Menasha,   Wisconsin 
October  7,     1948 
H.    A.    Friend  and  Company 
Zion,    Illinois 

Attention:  Mr.    H.  A.     Friend 
Dear  Mr.    Friend: 

I  think  there  is  some  confusion  in  your  mind  as  to  the 
status  of  the  watermarks  Barrister  Bond,    Plymouth  Bond  and 
Security  Parchment.    It  is  true  that  they  represented  watermarks 
that  we  had  in  the  mill  and  were  not  employing  to  any  great  extent. 
All  we  did  was  to  offer  their  use  to  you.    They  had  not  been  regis- 
tered by  the  Gilbert  Paper  Company  and  it  was  only  to  the  best  of 
our  knowledge  that  no  interference  could  occur  in  your  usage  of 
those  names. 

The  copyright  laws  in  the  United  States  have  always  been 

very  bad  and  all  that  was  necessary  for  anyone  to  do  to  acquire 

ownership  or  prevent  the  use  by  another  party  was  to  show  prior 

usage.    We  ourselves  encountered  that  difficulty  in  our  own 

Lancaster  Bond  when  after  five  or  six  years  of  use  we  found  a 

little  printer  in  Maine  had  used  that  name  and  we  were  obliged  to 

buy  our  mark  from  him.    This  party  was  very  reasonable  and  did 

not  try  to  hold  us  up  as  he  might  have  done.    We  had  another  party 

using  Equity  Bond  and  we  were  forced  to  discontinue  that  mark 
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EXHIBIT  M.   (Continued) 

when  Butler  proved  that  they  had  prior  usage. 

Now,    on  the  Barrister  the  only  reason  we  had  Mr.    Demp- 
sey  in  the  picture  was  to  try  and  bring  assistance  to  you  and  our 
hopes  were  to  prove  that  we  had  a  prior  usage  of  this  watermark 
over  Southworth.     We  recognized  that  there  was  nothing  we  could 
do  about  it  when  Southworth  proved  usage  prior  to  that  of  our  own. 
Later  on,  with  a  small  payment  for  registration  charges,  they 
were  kind  enough  to  assign  their  right  to  us. 

Then  a  similar  situation  developed  on  the  use  of  the  word 
Security.     We  eventually  bought  rights  on  this  mark  from  a  paper 
merchant  in  New  York  City  and  I  think  that  they  had  acquired 
rights  from  an  eastern  paper  mill.     Once  again  they  interceded 
our  use  and  once  again  we  came  to  your  assistance  by  paying  at 
that  time  a  sum  of  $5,  000.  00. 

The  word  Plymouth  is  recorded  in  Lockwood's  Directory 
by  a  number  of  people  but  it  has  never  come  to  a  test  case. 

We  do  not  pretend  to  be  lawyers,   but  we  have  fought  a 
good  many  battles  over  watermarks  and  inevitably  it  has  hinged 
on  that  '^rior  usage"  theory.     There  have  some  recent  changes, 
as  you  probably  know,    in  the  copyright  laws,   trying  to  bring 
about  a  little  more  just  and  clarified  position. 

As  I  recall  the  original  proposition,   you  were  given  the 

use  of  those  marks  in  Illinois  and  all  of  the  states  contiguous  to 

Illinois.     Later  on  as  your  son  took  over  in  a  somewhat  wider 

range,  we  tried  to  offer  greater  protection. 

You  say  you  cannot  understand  why  a  letter  written  by 
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EXHIBIT  M.    (Continued) 

John  Schmerein  went  forth,   and  we  do  not  understand  your  irri- 
tation because  you  asked  for  the  status  of  the  marks,   and  the 
information  that  John  provided  he  secured  from  the  writer. 
I  am  sure  that  you  will  agree  that  we  have  given  you 
nothing  but  the  fullest  cooperation  in  the  many  years  that  you 
have  bought  our  products  from  several  different  sources. 

Yours  very  truly, 
GILBERT   PAPER   COMPANY 
s/  T.  M.    Gilbert,   Vice  President 
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EXHIBIT  N. 

April  19,    1949 
H.   A.   Friend  and  Company, 
Zion,   Illinois 

Attention:    Mr.    H.    A.    Friend 
Dear  Mr.   Friend: 

I  am  very  glad  that  we  had  our  meeting  in  Zion  because 
it  has  clarified  many  points  in  the  situation.  We  are  now  going 
to  make  our  billings  directly  to  H.  A.  Friend  and  Company  and 
invoices  on  recent  shipments  have  now  gone  forward  to  you. 

The  shipment  of  Barrister  Onionskin  that  just  went  for- 
ward was  made  on  the  75%  Rag  quality,    but  I  have  now  issued  in- 
structions that  all  Barrister  Onionskin  in  the  future  is  to  be 
manufactured  in  our  all-rag  or  Lifetime  quality. 

I  regret  very  much  that  it  became  necessary  to  sever  all 
relationships  between  H.   A.    Friend  &  Company  and  the  Friend 
Paper  Company.     We  can  understand  now  the  necessity  for  this 
action  and  the  only  disturbing  factor  is  that  I  am  afraid  we  are 
going  to  have  further  difficulties  with  Web,    particularly  on  the 
Barrister  Bond,   all  of  which  arose  out  of  our  complete  misunder- 
standing of  the  circumstances  and  the  fact  that  you  and  Web  are 
not  in  complete  agreement  and  perfect  accord.     Although  Web 
stated  in  your  office  that  he  would  not  hold  forth  on  his  right  to 
Barrister  Bond  by  purchase  from  us,   he  indicated  to  Johnny 
when  you  and  I  were  going  through  your  plant  that  he  had  other 

thoughts.     He  stated  that  he  was  committed  on  a  very  extensive 
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EXHIBIT  N.    (Continued) 

advertising  program,    and  I  fear  right  now  that  he  is  going  to  try 

to  make  it  very  difficult  for  us  to  take  the  Barrister  Bond  back, 
even  though  there  was  a  complete  misunderstanding  of  facts  and 
what  eventually  turned  out  to  be  a  misrepresentation. 

At  any  rate,    we  are  now  going  to  send  him  a  check  for 
$400.  00,    stating  that  we  cannot  complete  the  assignment  of  the 
Barrister  mark,   and  from  that  point  on  we  will  have  to  wait  and 
see  just  what  the  developments  are.    It  is  certainly  a  very  dis- 
agreeable and  unfortunate  set  of  events. 

Yours  very  truly, 
GILBERT   PAPER  COMPANY 
TMG: 
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EXHIBIT  N.    (Continued) 

H.    A.    FRIEND   &   COMPANY, 

Zion,    Illinois 
April  20,    1949 
Gilbert  Paper  Company 
Menasha,   Wisconsin 
Attention  of  Mr.    T.    M.    Gilbert 
Gentlemen: 

I  received  your  letter  this  morning  of  April  19th,    and  it 
is  very  gratifying  to  know  the  position  you  have  taken  in  this 
matter.    I  have  not,   for  one  moment,   doubted  the  integrity  or 
honesty  of  the  Gilbert  Paper  Company  in  regard  to  any  matter 
whatsoever,    as  they  have  always  proven  more  than  fair  with  me. 

I  can  see  from  your  letter  that  you   have  thoroughly 
grasped  the  whole  situation,    although  it  would  be  quite  impossible 
for  you  to  understand  all  of  the  things  leading  up  to  our  disappoint- 
ing situation.    In  regard  to  Web's  position  regarding  the  Barrister 
Bond  watermark,   I  am  sure  you  will  find  out  this  is  all  bluff. 

My   honest  opinion  is,    he  has  no  connections  anywhere  on 
Barrister  Bond,    either  in  the  east  or  west;    neither  has  he  gone 
into  any  advertising  that  amounts  to  anything,    only  what  he  printed 
on  ouw  own  presses,    soliciting  paper  business,   which  we  know  all 
about.    Owing  to  the  fact  that  the  other  three  watermarks  appear 
to  be  free-marks,    it  would  only  be  necessary  for  him  to  get  an 
assignment  on  Barrister  Bond,    in  order  to  put  H.  A.  Friend  & 
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j  EXHIBIT  N.    (Continued) 

I   Company  completely  under  his  thumb,    and  this  is  the  reason  why 

i    he  is  so  desperate  over  that  mark.    You  see,    I  understand  his  line 

of  deception  and  untruthfulness.    In  many  respects,    deception  is 
j 
■   far  worse  than  out -right  lying. 

I  There  is  no  doubt  whatever  but  what  H.  A.  Friend  &  Com- 

I    pany  has,    and  always  has  had,    a  very  definite  interest  in  the 

i    Barrister  Bond  watermark,   because  of  the  long  periods  of  years 

they  have  distributed  it  unmolested. 
I  I  have  not  called  Web's  attention  to  the  fact  that  as  a 

partner  in  this  partnership,    he  also  had  a  very  definite  interest 
to  the  extent  of  the  amount  of  his  partnership  holdings.    Owing  to 
the  fact  that  I  have  bought  that  partnership  interest,   what  interest 
he  had  now  belongs  to  me,    and  legally  he  has  no  right  whatever 
to  use  it,   from  the  standpoint  of  H.    A.   Friend  &  Company,    so 
therefore,    should  he  start  any  trouble  or  try  to  sell  paper  marked 
Barrister  Bond,   I  will  immediately  start  suit  against  him  for 
violating  his  sales  contract.    You  having  the  legal  right,    can 
attack  him  from  that  standpoint,    so  I  have  no  doubt  whatever  but 
what  we  can  handle  him  in  a  first-class  manner.    I  only  trust  that 
he  has  good  sense  and  judgment  enough  not  to  interfere  any  fur- 
ther. 
I  I  am  certainly  glad  you  boys  came  down,  because  I  am 

sure  it  helped  me  a  great  deal.    With  kindest  regards,    I  am 

Cordially  yours, 

H.    A.   FRIEND   &  COMPANY 

s/    H.    A.    Friend 
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EXHIBIT  Q. 

GILBERT   PAPER  COMPANY 

Menasha,    Wisconsin 
October    13,     1955 
Mr.    H.    A.    Friend 
H.   A.   Friend  and  Company 
Zion,    Illinois 
Dear  Harley: 

When  you  were  up  at  the  mill  we  were  talking  about  the 
watermark   BARRISTER   BOND.    We  had  registered  this  water- 
mark and  the  usage  was  given  to  you  many  years  ago.     Later  a 
dispute  on  the  ownership  arose  with  the  Wouthworth  Paper  Com- 
pany and  we  now  have  in  our  possession  an  assignment  of  their 
rights,    if  they  had  any,    to  the  Gilbert  Paper  Company.     The  water- 
mark is  presently  registered  under  the  Lanham  Act  and  it  is  our 
intention  to  keep  the  watermark  properly  registered  in  terms  of 
that  Act. 

On  checking  our  records,    I  find  that  we  have  constructed 
two  BARRISTER  BOND   dandies,   both  of  which  were  paid  for  as 
to  the  entire  cost  by  our  comipany. 

We  can  understand  your  worry  and  that  of  your  sons  in  the 
fact  that  in  years  to  come  changes  could  occur  wherein  someone 
here  might  not  recall  the  circumstances. 

On  our  part,   watermarks  are  very  hard  to  come  by  these 
days,   and  if  at  any  time  in  the  future,   which  is  not  contemplated 
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EXHIBIT  Q.   (Continued) 

at  the  moment  at  all,   you  should  decide  to  give  up  that  name  we 

would  like  to  utilize  it  at  other  points. 

At  one  time  we  offered  to  you  a  proposition  wherein  you 
could  acquire  the  rights  to  the  watermark  for  the  sum  of   $300.  00 
as  long  as  the  business  stays  with  the  Gilbert  Paper  Company  and 
that  you  could  acquire  full  rights  for  the  sum  of    $600.  00.     This 
was  to  cover  construction  of  the  dandies,   our  payment  to  South- 
worth,    the  registration  costs,    etc.    Our  lawyer  does  not  approve 
of  the  first  principle  and,   frankly,    we  can  see  no  reason  why  you 
should  pay  us    $600.  00  as  long  as  you  have  the  usage  of  the  roll 
along  with  this  letter  that  we  are  now  writing. 

Thus,   we  say  to  you  that  we  are  now  offering  exclusive 
usage  of  our  registered  watermark  BARRISTER   BOND   for  an 
indefinite  period  of  time  and  so  long  as  the  annual  tonnage  ex- 
ceeds a  figure  of  25,  000  pounds  per  year.    Further,    if  disagree- 
ment should  ever  occur  between  our  two  companies,   which  it  now 
seems  almost  impossible  to  conceive,   we  will  offer  to  you  an 
assignment  and  outright  sale  of  the  watermark   BARRISTER   BOND 
for  the  sum  of   $600.  00  plus  any  further  expenses  such  as  regis- 
tration,   requirement  of  a  new  roll,    and  so  on,    that  could  occur 
from  the  date  of  this  writing. 

This  offer  is  made  because  of  the  very  fine  respect  we  hold 
for  you  and  your  company  and  our  many  long  years  of  splendid 
relationship. 

To  avoid  any  possible  loss  of  correspondence,    it  would 
seem  well  if  this  were  renewed  at  least  every  ten  years. 
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EXHIBIT  Q.    (Continued) 

With  this  statement  on  our  part  you  undoubtedly  will  prefer 
to  carry  on  in  the  same  fashion  that  we  have  over  our  long  deal- 
ings in  the  past. 

I  was  glad  to  see  you  looking  so  well  and  I  now  want  to 
send  best  regards  to  you  and  your  sons. 

Very  truly  yours, 

GILBERT  PAPER  COMPANY 

s/    T.    M.   Gilbert,    President 
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EXHIBIT  AF 

April  3,    1957 
H.    A,    Friend  &  Company 
Zion,   Illinois 

Attention:   Mr.    W.   F.   Friend 
1     Gentlemen: 

We  have  your  letter  of  March  29th  in  which  you  state  that 
your  file  card  on  engraved  stationery  indicates  that  we  have  not 
purchased  any  stationery  from  you  since  February,    1951. 

As  I  recall  it,    it  was  along  about  that  time  that  we  received 
a  letter  advising  of  the  opening  of  an  office  at  55  West  Green  St.  , 
Pasadena,   California,   for  the  purpose  of  better  enabling  you  to 
serve  your  west  coast  customers  and  suggesting  that  we  enter  our 
future  orders  through  that  office. 

Since  the  Pasadena  plant  was  opened  we  have  been  order- 
ing all  of  our  requirements  from  that  plant. 

In  referring  back  to  our  files,   I  note  that  the  name  of  the 
company  in  Pasadena  is    "Friend  &  Company"   whereas  your  Zion 
firm  is  known  as   "H.   A.   Friend  &  Company".     Perhaps  we  be- 
came confused  in  thinking  the  two  companies  were  one  and  the 
same.    Are  we  correct  in  assuming  that  the  Pasadena  firm  is  an 
affiliate  of  yours  or  a  branck  of  your  comapny? 

Yours  very  truly, 

LYCETTE,    DIAMOND   &  SYLVES- 
TER 
EWZ:ad  By 
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EXHIBIT   AG 

H.   A.   FRIEND   &  COMPANY 

Zion,    Illinois 
April  5,    1957 
Lycette,   Diamond  &  Sylvester,   Attys. 
Eighth  Floor  Hodge  Bldg. 
Seattle  4,   Washington 
Gentlemen: 

We  are  in  receipt  of  your  nice  letter  of  the  3rd,    and  are 
sorry  to  know  any  firm  would  follow  such  a  line  of  duplicity,    how 
ever,   several  other  customers  of  ours  on  the  coast  write  us  in 
this  same  manner. 

This  boy  is  my  oldest  son  and  was  connected  with  this 
business  in  Zion  but  now  has  no  connections  with  H.   A.    FRIEND 
&  COMPANY  in  any  manner.    In  fact,   I  was  compelled  to  expell 
him  from  this  business  because  of  his  misconduct. 

We  greatly  appreciate  your  letter  giving  us  this  informa- 
tion and  assure  you,  you  will  never  get  anything  from  this  office 
but  truth  and  honesty. 

We  would  be  pleased  to  take  care  of  your  needs  again  if 

you  so  desire. 

Cordially  yours, 

H.    A.    FRIEND  AND  COMPANY 

s/   H.   A.   Friend 


C-19 


Ct.    57-58 

Plaintiff's  Response  to  Request  for  Admissions  Nos.    3-6 
and  8,   filed  November  3,    1946. 

Request  3:    The  particular  year  in  which  said  visit  was  1955. 

Answer  3:   Denied.     Plaintiff  states,    however,    that  the  said 
Howard  Friend  visited  defendant  Wilber  H.    Friend  in  the  year  1956, 

Request  4:   When  said  Howard  Friend  first  arrived  at 
defendant's  said  place  of  business  on  the  day  of  said  visit  he  found 
that  the  defendant  Wilber  H.    Friend  was  not  in  his  office. 

Answer  4:   Admitted. 

Request  5:   Somewhat  later  on  the  same  day  of  said  first 
arrival,    Howard  Friend  returned  to  the  office  of  defendant  and 
found  the  defendant  was  in  his  place  of  business. 

Answer  5:   Admitted. 

Request  6:    Upon  finding  the  defendant  to  be  present  in  his 
office,   on  said  day,    Howard  Friend  chatted  with  defendant,   Wilber 
H.   Friend,   for  a  time  within  the  premises  of  defendant's  said 
place  of  business  in  Pasadena,   California. 

Answer  6:   Admitted. 

Request  8:    The  specific  address  of  defendant's  said  place 
of  business  on  the  day  of  said  visit  was  55  West  Green  Street, 
Pasadena,    California. 

Answer  8:   Admitted. 
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Rt.    566 

"THE  COURT:   Wouldn't  we  have  to  say,   assuming  that 
Mr.    H.   A.    Friend  did  not  know  some  of  the  things  that  the  defen- 
dant was  doing,   that  he  was  extremely  trusting  and  somewhat 
derelict  in  not  learning  what  was  going  on  in  the  Friend  &  Com- 
pany? 

MR.    BRIZINA:   I  would  say  that  that  is  a  very  accurate 
statement.    I  don't  know  whether    'naive'    is  the  right  word. 

THE   COURT:   You  can  understand  an  older  man  being 
naive,    and  particularly  if  it  is  his  oldest  son,   but  what  about  the 
younger  brothers?    Is  the  court  supposed  to  conclude  that  all  of 
these  years  he  was  operating  the  Friend  Paper  Company  as  his 
own  private  enterprise  contrary  to  his  fiduciary  obligation,    and 
that  since  1949  he  has  been  engaged  in  a    competing  business,    all 
unbeknown  to  them?   Weren't  they  asleep,    too? 

MR.    BRIZINA:  Yes. 

THE  COURT:    There  is  such  a  thing  as  laches  and  sleeping 
on  your  rights,    is  there  not?" 


Rt.    594-595 


"THE  COURT:   When  you  have  active  fraud,   it  tends  to 
lengthen  the  time  in  which  that  can  run  along. 

What  about  William's  testimony  that  they 
actually  didn't  know  of  this  activity  in  the  retail  trade  until  1962? 

C-21 


MR.   ANGUS:  Well,   I  don't  think  that  he  is  correct 
because,    even  if  it  is  true  that  William  doesn't  know  it,   Howard 
certainly  did. 

THE   COURT:   What  is  the  record  that  shows  Mr.    Howard 
did?   Is  he  the  one  that  came  and  visited? 

MR.    ANGUS:    He  walked  through  the  door  that  said 
"Friend  &  Company". 

THE   COURT:    "Wholesale  Paper". 

MR.    ANGUS:   Yes,   but  that  format  is  precisely  the  format 
that  the  plaintiff  H.   A.   Friend  invented  himself,   and  so  therefore 

THE   COURT:   What  do  you  mean?    Oh,    I  see  what  you 
mean, 

MR.    ANGUS:    The  plaintiff's  format  is  H.    A.    Friend  & 
Company  with   "Wholesale  Paper"  under  it,    and  then  the  address. 
Therefore,   when  Howard  Friend  walked  in  and  saw  that  same 
format,   it  must  have  banged  him  in  the  eye,    "Well,   that  means 
the  same  thing.  " 


Rt.    596-598 


"MR.    ANGUS:   He  said  he  gave  his  brother  his  card,   his 
business  card.   Friend  &  Company. 

THE  COURT:   I  am  willing  to  assume  that  his  brothers 
were  on  notice  that  he  was  engaged  in  business  as  Friend  & 
Company. 
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THE  COURT:  (continued)   Howard  may  have  seen  it  when 
he  went  through  the  door  and  he  may  not  have.    At  least  he  was 
on  notice  that  Wilber  Friend  was  engaged  in  a  business  known  as 
Friend  &  Company,   Wholesale  Paper,    at  least  -- 

MR.    ANGUS:   Just  like  their  sign,   Wholesale  Paper. 

THE   COURT:    But  I  have  no  indication  --  pull  back. 
There  is  only  one  indication  that  I  know  of  that  his  father  or  any 
of  his  brothers  before  1962  had  any  knowledge  that  Wilber  Friend 
was  in  the  retail  paper  business  and  that  he  was  passing  his 
company  off  as  somehow  related  to  the  H.    A.   Friend  &  Company, 
and  that  one  illustration  is  that  letter  of  1957,    I  think  it  was, 
where  his  father  said  --  apologized  and  expressed  his  regret  and 
made  some  rather  unpleasant  comments  about  Wilber,  but  appar- 
ently his  father,    as  some  fathers  do,    held  that  close  to  his  chest 
and  didn't  pass  it  around  the  office  anyway. 

MR.    ANGUS:   And  a  year  earlier  Howard  must  have  done 
the  same  thing,   because  he  visited  in  1956. 

THE   COURT:   What? 

MR.    ANGUS:    He  held  it  in  his  chest  that  the  defendant  was 
doing  business  as  Friend  &  Company. 

THE  COURT:   He  may  have  noticed  the  sign.    On  the  other 
hand,    sometimes  he  was  glad  to  see  his  brother  and  maybe  the 
door  was  open  and  he  goes  steaming  through  the  door  and  doesn't 
necessarily  read  the  thing  -- 

MR.    ANGUS:    He  went  through  it  twice,   your  Honor. 

THE  COURT:   I  have  already  said  that  he  was  on  notice. 
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BRIEF  ON  BEHALF  OF  APPELLEE  AND 

CROSS-APPELLANT,  H.  A.  FRIEND  AND 

COMPANY,  INC. 


I.    INTRODUCTION 

Appellee  does  not  believe  that  appellant's  brief  presents 
the  ease  in  a  manner  which  is  the  most  logical  or  compre- 
hensible to  present  the  facts  and  issues  on  this  appeal. 
Appellant  has  made  some  22  assignments  of  error  criti- 
cizing essentially  every  finding  of  fact  and  conclusion  of 
the  District  Court.  Answering  such  assignment  of  error 
in  sequence  would  not  result  in  a  readily  understandable 
or  cohesive  presentation  of  the  subject  matter  of  this 
appeal. 

Appellee's  brief  consists  of  four  main  parts:  a  state- 
ment of  the  issues,  a  part  wherein  the  findings  of  fact  of 
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the  District  Court  are  discussed  and  documented,  th( 
argument,  and  a  section  listing  where  the  subject  matte; 
of  each  assignment  of  error  of  Appellant  is  covered  ii 
Appellee's  brief. 

As  used  herein,  the  word  "Appellee"  shall  be  used  t( 
refer  to  the  plaintiff  as  cross  appellant  as  well  as  th( 
plaintiff-appellee.  The  word  "Appellant"  shall  be  useca 
to  refer  to  the  defendant  as  cross-appellee  as  well  as- 
defendant-appellant. 

n.  ISSUES 

1.  Is  a  finding  that  a  party  committed  Intentional  and 
Fraudulent  Unfair  Competition  Proper  where  said  party] 

(a)  Used  a  trade  name  confusingly  similar  to  the 
tradename  of  a  prior  user,  in  the  identical  business 
of  said  prior  user; 

(b)  Represented  orally  and  by  mail  to  the  cus 
tomers  of  said  user  that  a  Western  Division  had  beett 
established   which   could   expedite   their    orders    ano 
serve  them  cheaper,  when  there  was  no  other  divisioiD 
or  other  place  of  business  outside  of  California; 

(c)  Issued  catalogs  and  price  lists  which  showed 
"General  Offices"  at  the  place  of  business  of  said! 
prior  user,  and  called  itself  a  "Western  Division"  ofcl 
said  prior  user,  and  falsely  represented  that  it  waaj 
established  when  said  prior  user  was  established;    | 

(d)  Told  customers  of  said  prior  user  that  it  waa 
"one  and  the  same"  as  said  prior  user  and  that  iti, 
could  get  their  printing  dies  from  the  "East",  wherej 
said  prior  user  was  located;  and 

(e)  sold  goods  which  were  of  inferior  grade  toti 
the  grade  of  goods  represented  in  its  advertising  and' 
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price  lists,  and  inferior  to  the  grade  of  goods  of  said 
prior  user,  while  using  the  trademarks  and  trade  name 
of  the  prior  user. 

2.  Is  it  proper  for  a  court  to  conclude  that  there  is 
ademark  infringement  where  a  prior  user  has  adopted, 
3ed  and  made  known  trademarks  which  the  later  user 
nploys  with  knowledge  of  the  earlier  user's  use  on  iden- 
cjal  goods  sold  to  the  same  customers. 

3.  Is  an  award  of  monetary  damage  proper  in  a  case 
:  Intentional  and  Fraudulent  Unfair  Competition  and 
rademark  Infringement  where: 

(a)  the  damage  resulting  from  said  unfair  compe- 
tition and  trademark  infringement  comprises  a  large 
number  of  small  damages,  each  difficult  and  expensive 
to  determine  and  prove  with  regard  to  exact  amount; 
and 

(b)  the  amount  of  said  damage  award  is  deter- 
mined by  the  District  Court  on  the  basis  of  an  inter- 
polation from  a  representative  sample  of  losses  by 
plaintiff  established  and  confirmed  in  the  Record. 

4.  Is  an  award  of  damages  based  on  probable  loss  to 
le  reputation  and  goodwill  of  a  prevailing  party  proper 
here  the  other  party  sells  goods  inferior  to  the  grade 
:  goods  represented  in  its  catalogs  and  price  lists  and 
ich  inferior  goods  are  sold  under  the  trademarks  and 
adename  of  the  prevailing  party. 

5.  Should  a  defendant  be  required,  in  addition  to  pay- 
ig  compensatory  damages,  to  account  for  his  profits  and 
ajust  enrichment  resulting  from  a  deliberate  and  calcu- 
ted  course  of  unfair  competition  and  trademark  in- 
ingement   which,    includes   use    of    confusingly    similar 
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trademarks  and  trade  names  on  goods  of  a  substantially 
lower  grade  than  represented  by  defendant,  where  defen 
dant  has  made  large  profits  over  and  above  the  amoun 
of  compensatory  damages  awarded, 

(a)  Under  the  Federal  Trademark  Statute  11 
U.S.C.  1105  et  seq.  and  particularly  15  U.S.Cd 
1125(a);  and 

(b)  Under  the  common  law  of  unfair  competition 

6.  Is  an  award  of  partial  attorney's  fees  propei 
where : 

(a)  there  is  a  finding  of  intentional  and  fraudulent 
unfair  competition; 

(b)  said  unfair  competition  constitutes  a  substan- 
tial fraud  on  purchasers  and  other  competition  aa 
well  as  the  party  bringing  the  action; 

(c)  said  purchasers  and  other  competitors  are  bene-' 
fited  by  the  results  of  said  action;  and 

(d)  plaintiff  was  forced  to  meet  and  reply  ta| 
frivolous,  redundant  and  unnecessary  defenses,  mo- 
tions and  contentions. 

7.  Is  it  clear  abuse  of  discretion  for  a  District  Court 
to  find  that  the  equitable  doctrines  of  laches,  acquiescence 
and  estoppel  do  not  apply  to  protect  a  defendant  where: 

(a)  the  defendant  is  engaged  in  wiDful  and  fraudu-i 
lent  unfair  competition  and  trademark  infringement; 

(b)  the  defendant  did  not  rely  on  or  change  itsi] 
position  because  of  any  action  or  inaction  of  the<' 
plaintiff ; 
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(c)  the  plaintiff  took  appropriate  action  against 
the  defendant  as  soon  as  the  plaintiff  obtained  ef- 
fective knowledge  of  the  conduct  of  the  defendant; 
and 

(d)  plaintiff's  knowledge  of  much  of  the  repre- 
hensible conduct  of  the  defendant  did  not  arise  until 
plaintiff  had  sued  defendant  for  unfair  competition 
and  infringement. 

8.  Should  a  party  be  enjoined  from  all  use  of  his 
surname  where  he  has  used  the  name  as  a  part  of  a 
salculated,  deliberate  plan  of  unfair  trade  practices  to 
sonfuse  purchasers  and  to  trade  upon  the  goodwill  and 
reputation  of  the  prior  user  of  the  same  surname, 

III.  THE  FINDINGS  OF  THE  DISTRICT  COURT, 
!LRE  CLEARLY  AND  AMPLY  SUPPORTED  BY  THE 
RECORD  AND  SUSTAIN  ALL  OF  THE  SEPARATE 
3AUSES  OF  ACTION  FOR  COMMON  LAW  UNFAIR 
30MPETITI0N,  STATUTORY  TRADEMARK  IN- 
PRINGMENT  AND  MISREPRESENTATION  OF  PA- 
PER QUALITY. 

Appellant's  Statement  of  Facts,  as  well  as  its  factual 
issertions,  have  so  many  omissions,  and  unsupported 
issertions  which  are  directly  contrary  to  the  record  that 
^.ppellee  feels  it  necessary  to  state  the  facts.  In  doing 
10  Appellee  will  follow,  and  quote  liberally  from,  the 
)resentation  in  the  District  Court's  memorandum  deci- 
iion;  a  basically  chronological  presentation  of  the  facts 
^hich  form  background  of  this  case  and  the  history  of 
his  litigation,  and  show  that  said  facts  are  well  docu- 
aented  in  the  Record. 

This  court  has  held  that  it  does  not  sit  to  retry  is- 
ues  of  fact,  and  that  findings  of  fact  including  infer- 


—  6  — 

ences  from  undisputed  facts  or  documents  are  presump 
tively  correct  and  will  not  be  set  aside  unless  clearlj 
erroneous.  Lungren  v.  Freeman,  CA9  1962  307  F2d  104 
Snider  v.  England,  CA9  374  F2d  717,  720. 

Judge  Gray's  Memorandum  decision  began  by  stating 
the  parties,  issues  and  background  facts  as  follows: 

"H,  A.  Friend  and  Company,  Incorporated,  th( 
plaintiff  in  each  of  the  two  cases  here  concerned,  h 
owned  by  the  youngest  three  of  the  four  sons  oi 
Harley  A.  Friend,  who  was  the  founder  of  the  busi- 
ness now  operated  by  the  plaintiff,  and  who  died  in 
1959.  His  oldest  son,  Wilber,  is  the  individual  de- 
fendant and  the  principal  owner  of  the  corporate 
defendant.  Friend  and  Company,  which  he  formed 
and  has  operated  under  circumstances  that  brought 
about  this  bitter  litigation.  The  complaints  in  these 
two  actions  charge  the  defendants  with  unfair  com- 
petition, trademark  infringement,  and  false  descrip- 
tion and  advertising  of  stationery  and  they  sell  in 
competition  with  the  plaintiff.  Each  of  these  charges 
is  well  founded,  as  will  be  discussed  in  this  Memo- 
randum of  Decision. 

THE  BACKGROUND  FACTS 

"Harley  A.  Friend  began  to  engage  in  the  stationery 
business  in  Zion,  Illinois,  in  1908  and  remained  active 
in  that  business  until  his  death.    [CT  452  L  11-17, 
CT   449   L   21-25,    CT  453   L   11-20,    CT   452   3-10] 
By  1920,  he  was  the  principal  owner  of  H.  A.  Friend  i 
and  Company  (the  Company),  which  was  located  inij 
Zion.    The    Company   specialized   in    preparing    andlj 
selling  at  retail  printed  and  engraved  stationery  to  > 
members  of  the  legal  profession,  principally  in  the  mid- 
western  part  of  the  United  States.  [BT  12  L  19-25]. 
In  about  1930,  Harley's  son,  Wilber,  became  a  full- 
time  employee,  [RT  15  L  14-16]  and  in  the  ensuing  ;j 
years  he  was  allowed  to  assume  more  and  more  of  1 
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the  management   of  the   business   of  the   Company. 
(See  footnote  4  infra.) 

"The  principal  source  of  the  paper  processed  and 
sold  by  the  Company  was  the  mill  operated  by  the 
Gilbert  Paper  Company  (Gilbert),  of  Menasha,  Wis- 
consin. Inasmuch  as  the  Company  was  a  retailer,  it 
presumably  could  not  obtain  its  paper  directly  from 
Gilbert,  but  instead  was  obliged  to  purchase  through 
a  wholesaler.  In  the  early  years,  the  wholesaler  so 
used  was  the  Moser  Paper  Company.  [CT  451  L  18-22, 
CT  452  L  28-32]  However,  by  the  mid-thirties,  the 
volume  of  the  Company's  paper  purchases  had  in- 
creased substantially,  with  the  result  that  an  arrange- 
ment was  made  with  Gilbert  whereby  the  Company, 
in  effect,  might  have  the  price  benefits  that  would 
flow  from  being  able  to  purchase  directlv  from  the 
miU  [App't  Br.  p.  9  1  1-5,  CT  95  Unes  23-26.]  Ac- 
cordingly, the  Company  caused  to  be  formed  the 
Friend  Paper  Company,  which  bought  paper  directly 
from  Gilbert  and  sold  it  to  the  Company.  The  Friend 
Paper  Company  was  not  incorporated,  and  it  appears 
to  have  had  no  formal  beginning.  It  simply  began  to 
place  with  Gilbert  orders  for  paper  that  the  Company 
needed  in  its  retail  business.  The  Friend  Paper  Com- 
pany never  had  any  employees,  and  almost  from  its 
inception  its  "business"  was  conducted  solely  by 
Wilber,  partly  at  his  office  in  the  headquarters  of 
the  Company  with  the  clerical  assistance  of  Company 
personnel,  and  partly  at  his  home.^ 


^  There  is  only  defendant's  unsupported  testimony  that 
Friend  Paper  Co.,  through  which  he  claims  to  have 
acquired  rights  to  the  trademarks  in  this  suit,  was  any- 
thing other  than  a  buying  front  for  H.  A.  Friend  and 
Company. 

The  record,  on  the  other  hand,  clearly  shows  that 
Friend  Paper  Co.  had  no  separate  existence.  Defendant 
has  admitted  that  Friend  Paper  Co.  had  no  telephone  list- 
ing in  Zion,  Illinois  [Pretrial  Conference  Order,  CT  452. 
1 1-2],  that  its  only  saJes  representative  was  Wilber  Friend 
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"By  the  end  of  1940,  the  two  next  oldest  sons  oi 
Harley  A.  Friend  had  also  become  employees  in  theii 

*  (Continued) 

[Defendant's  answers  to  interrogatories  2/11/65,  CT  1 
1  22-25],  that  it  owned  no  warehousing  facilities,  cons 
verting  equipment  or  packaging  facilities  [RT  38,  1  15-!i 
18;  RT  42,  1  10-16;  RT  464,  1  7-12]  and  that  its  onlyl! 
office  was  in  defendant's  home  [RT  39  1  20-22].  Defendant 
has  also  admitted  that  almost  all  orders  for  paper  were 
shipped  direct  from  the  mill  to  H.  A.  Friend  and  Com 
pany,  and  that  H.  A.  Friend  and  Co.  paid  the  freight  or 
shipments  [RT  41,  1  19-RT  42  1  6;  RT  338,  1  12-19],  thatj 
H.  A.  Friend  and  Co.  made  stationery  for  the  Friend 
Paper  Co.  and  paid  some  of  its  bills  [RT  299,  1  10-17;^ 
X132;  RT  269,  1  16-RT  270  1  4;  X281,  RT  271,  19-RT  274,J 
1  18],  and  defendant  could  not  show  how  H.  A.  Friend' 
and  Co.  had  been  reimbursed  [RT  299,  1  21-RT  301,  1  7].; 
In  addition,  defendant  could  not  show  that  Friend  Paper 
Co.  had  any  customers  for  papers  bearing  the  trademarks 
at  issue  [RT  383,  120-RT  384,  1  20;  RT  466,  1  13-23]. 
Although  defendant  asserted  that  the  Friend  Paper  Co.' 
had  employees,  he  could  not  state  any  of  their  namea 
[RT  38  1  25-RT  39  1  11].  The  only  name  appearing  in: 
the  record  was  "Earl  Mix"  which  defendant  admitted  waa 
a  psuedonym  for  himself  [X423,  X424,  X425,  RT  521,: 
1  24-RT  522,  1  25].  Defendant  also  could  not  state  tha* 
Friend  Paper  Co.  had  absorbed  any  price  fluctuationSji 
which  would  normally  be  done  by  a  legitimate  wholesaler 
[RT4q,  1  23-RT41,  18]. 

William  Friend,  plaintiff's  corporate  secretary  testified 
that  Friend  Paper  Co.  was  only  a  buying  front  whose 
business  was  conducted  by  Wilber  Friend  in  his  office  ata 
H.  A.  Friend  and  Co.  with  the  occasional  help  of  other 
H.  A.  Friend  employees,  and  that  he  had  no  knowledge?' 
of  any  office  in  Wilber's  home  or  of  any  profits  Wilber' 
made  on  paper  purchases  [RT  529,  1  1-7,  RT  536,  1  1-RT 
538,  1  7].  In  fact,  William  indicated  in  answer  to  a  ques- 
tion on  cross-examination  by  defendant's  counsel  that 
when  he  entered  the  business  Wilber  informed  him  that 
H.  A.  Friend  and  Co.  had  an  advantage  over  its  com- 
petitors because  it  could  "buy  direct"  from  paper  mills 
[RT  535,  1  13-22]. 
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father's  business,  and,  on  December  31,  1950,  he  gave 
to  each  of  them,  and  to  Wilber,  partnership  interests 
in  the  Company  effective  January  1,  1941.  [CT  450 
1  25-28]  The  partnership  agreement  [X12]  that  they 
all  signed  on  that  date  provided  that  each  active 
partner  should  devote  full  time  to  the  partnership 
business,  should  ".  .  .  be  faithful  to  all  of  the  other 
partners  in  all  transactions  relating  to  the  firm,"  and 
should  not  ".  .  .  engage  in  any  business  or  activity 
which  in  any  way  does  or  may  conflict  with  or  oper- 
ate to  the  detriment  of  the  partnership  business." 
The  agreement  further  provided  that  Wilber  should 
have  the  responsibility  of  the  general  management  of 
the  entire  business,  and  he  did  continue  to  assume 
such  responsibility  as  long  as  he  remained  a  partner. 
Harley's  youngest  son,  William,  was  made  an  active 
partner  in  1946,  following  his  return  from  military 
service. 

"Prior  to  the  time  of  the  formation  of  the  partner- 
ship, the  Company  had  begun  the  practice  of  publi- 
cizing its  stationery  as  being  in  "The  Banner  Line", 
the  quoted  words  usually  being  displayed  as  super- 
imposed on  a  drawing  of  a  pennant  or  banner.  Its 
stationery  was  alo  advertised  as  "Friend's  Papers", 
and  more  particularly  as  "Friend's  Typewriter 
Papers",  "Friend's  Legal  Linen",  and  the  like.  The 
imprinting  on  its  stationery  boxes  and  wrappings  and 
its  promotional  material  emphasized  the  fact  that 
the  Company  was  located  in  Zion,  Illinois,  and  had 
been  in  operation  since  1908.  These  same  practices 
continued  after  the  formation  of  the  partnership  and 
right  up  to  the  present  time. 

"By  1948,  although  most  of  the  Company's  customers 
were  law  offices  located  in  the  central  part  of  the 
United  States,  a  scattering  of  customers  had  devel- 
oped in  almost  all,  if  not  all,  of  the  states  west  of 
the  Eocky  Mountains.  [RT  12,  13,  15,  X156A,  G,  and 
H;  Depositions  of  J.  W.  Kindall,  Bellingham,  Wash. 


I 
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X238;  Benita  Olson,  BelUngham,  Wash.  X2391 
Meyer,  Olympia,  Wash.  X242;  Wiseman,  Olympii 
Wash.  X243;  Braucht,  Merced,  CaHf.  X262;  Howard| 
Yakuna,  Wash.  X263].  Many  of  these  customers  wer 
lawyers  who  had  moved  westward  and  wanted  to  cod' 
tinue  to  buy  "Friend's  Papers";  other  had  been  re 
ferred  to  "Friend's"  by  satisfied  purchasers.  Sucl 
contacts  usualy  were  renewed  or  established  by  maili 
the  Company  carefully  maintained  and  serviced  then 
all;  and  in  most  instances  the  letters  in  response  t« 
inquiries  and  orders  for  merchandise  were  personal!) 
dictated  and  signed  by  Wilber.  [X's  132-138,  X's  209 
229,  X  311,  RT  125;  X's  315,  312,  359,  360,  RT  130 
131;  X  316,  RT  132;  X  399,  RT  133;  X  401,  RT  133 
134;  X  394,  RT  134-135;  X  389,  RT  135-136]  ■ 

"By  about   1948,  the   Company  had  compiled  ad 
dressograph  plates  that  included  the  names  and  ad 
dresses   of  more  than  1,500  lawyers   and  law  firmi,  i 
located  in  the  western  states,  and  it  sent  to  all  or  [ 
them  at  least  one  promotional  brochure.  [X's  13,  75" 
It  was  the  active  intention  of  the  Company  to  attrac»  , 
as    rapidly    as    practicable    and    to    hold    customer!^ 
throughout  the  area  between  Illinois   and  the  wesi 
coast  of  the  United  States.   [RT  280,  1  16-RT  281 
1  10;  RT  275,  1  10-RT  278,  1  3]  fl 

"In  the  latter  part  of  1948,  for  reasons  that  a^ 
not  important  to  this  decision  and  will  not  be  disnfj 
cussed,  Wilber  withdrew  from,  or  was  removed  fronvi 
the  Company,  and  his  capital  interest  therein,  includ-i 
ing  goodwill,  was  purchased  by  his  father.  (Exhij 
14a-e)  The  partnership  was  dissolved  on  December 
31,  1948,  and  a  new  partnership  was  thereupon 
formed  by  Harley  and  his  three  remaining  sons,  which 
continued  the  business  of  the  Company  under  the 
same  name.  [X  15]  The  plaintiff  Corporation  wasi 
formed  in  1961  to  become  the  successor  to  the  Com- 
pany and  has  operated  the  business  ever  since.  [RT 
12,  L  19]  (The  plaintiff  and  the  Company  will  herein- 
after be  referred  to  as  the  plaintiff.) 
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In  the  early  spring  of  1949,  Wilber  announced  to 
his  father  and  brothers  the  intention  of  moving  to 
Pasadena,  California,  and  engaging  in  the  business 
of  buying  and  selling  paper  at  wholesale  under  the 
name  of  Friend  Paper  Company.  His  former  part- 
ners expressed  no  objection  to  this,  [Richard  Friend's 
deposition,  X  BH,  p  52  L  11-22,  p  54  L  14-p  55  L  8, 
p  55  L  22-24,  RT  449-450,  RT  545  1  6-8]  they  ceased 
using  that  name  for  the  operation  through  which 
they  bought  paper  from  the  mills;  and  they  began 
performing  these  transactions  under  the  name,  Friend 
Paper  Products  Company." 

IV.  THE  DISTRICT  COURT  FOUND,  IN  CONNEC- 
TION WITH  THE  PRIMARY  CAUSE  OF  ACTION 
FOR  COMMON  LAW  UNFAIR  COMPETITION,  THAT 
DEFENDANT  IMITATED  PLAINTIFF'S  TRADE- 
NAME  IN  THE  RETAIL  PAPER  AND  STATIONERY 
BUSINESS  AND  FOLLOWED  A  COURSE  OF  CON- 
DUCT CALCULATED  TO  CONFUSE  AND  DECEIVE 
CUSTOMERS  AND  TO  TRADE  ON  PLAINTIFF'S 
GOODWILL. 

These  activities  were  described  by  the  court  as  follows : 

"Wilber  did  move  to  Pasadena,  and  he  went  into 
the  stationery  business  in  1950.  But  his  principal 
activity  was  not  that  of  a  wholesaler  of  paper; 
instead,  he  engaged  in  precisely  the  same  type  of 
retail  operation  that  the  plaintiff  had  been  conduct- 
ing in  Zion  for  so  many  years.  He  did  not  adopt 
completely  the  name  of  his  father's  partnership, 
namely  H.  A.  Friend  and  Company;  he  simply  left 
off  the  "H.  A.",  and  called  his  business  "Friend  and 
Company".  (Wilber  later  incorporated  his  business, 
and  such  corporation  is  made  a  defendant  in  this 
action.  He  and  it  will  sometimes  hereinafter  be  re- 
ferred to  as  the  defendants.) 
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"In  1955,  Wilber  published  and  began  to  distribute 
a  large  stiff-covered  catalogue,  on  the  cover  of 
which  appeared  in  large  letters  the  words,  "Friend's 
Quality  Papers".  [X84 — Copies  of  the  first  several 
pages  are  reproduced  in  Appendix  I  to  this  brief 
at  pages  2a-7a]  At  the  head  of  the  first  inside  page 
is  the  word  "Friend's"  in  relatively  very  large  type. 
At  the  bottom  of  the  page  is  the  assertion  that  the 
catalogue  is  presented  by  the  Western  Division  of 
Friend  and  Company.  The  following  page  is  headed 
by  a  map  of  the  United  States.  An  asterisk  is  placed 
thereon  at  about  the  location  of  Zion,  Illinois,  and  is 
identified  as  "General  Offices".  The  western  half  of 
the  continent  is  shaded,  and  a  star  appears  at  the 
location  of  Pasadena,  California,  with  the  explana- 
tion "Shaded  area  served  from  Western  Division 
Pasadena,  California."  The  following  text  states  that 
"The  Friend  organization  has  served  the  legal  pro- 
fession nationwide  with  quality  products  for  fifty 
years.  We  were  the  first  concern  in  the  United  States 
selling  exclusively  to  attorneys."  Farther  down  the 
page  is  the  assertion  that  Friend  and  Company  hasij 
been  " — selling  by  direct  mail  and  through  repre- ' 
sentatives  since  1908  .  .  .",  and  on  the  next  page  is 
a  picture  of  Wilber  with  the  statement  that  he  has 
been  "manager  of  the  Western  Division  in  Pasadena, 
California  since  1949. 

"The   catalogue   also   advertises   stationery   known  r 
as  Barrister  Bond,  Friends  Bond,  and  Banner  Bond,  I 
which  are  the  same  trademarks  and  watermarks  that 
the  plaintiff  has  been  using  since  long  before  Wilber. 
left  Illinois. 

"The  publication  just  described  asserts  that  it  i8« 
"Catalog  No.  47"  (1908  plus  47  equals  1955,  the  yean 
of  its  publication).  About  1,000  copies  of  that  cata- 
logue were  distributed  during  the  next  several  years.' 
In  1964,  Catalog  No.  47  was  superseded  by  a  new«; 
catalogue  which,  as  might  be  expected,  was  designated  ii 
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as  "Catalog  No.  56".^  Its  format  is  substantially 
the  same  as  No.  47,  except  that  it  expands  a  bit  upon 
the  earlier  misrepresentations."   [X85] 

"It  is  evident  from  the  foregoing  description  of  the 
catalogues,  as  well  as  from  other  evidence  at  the  trial, 
that  the  catalogues  were  carefully  and  fraudulently  de- 
signed to  convey  the  impression  that  the  Pasadena 
business  was  a  division  of  H.  A.  Friend  and  Com- 
pany of  Zion,  Illinois.  [Gregg  dep.  X  245,  pp.  6,  7]. 
Wilber's  protestations  to  the  contrary  in  his  testimony 
were  simply  unbelievable  and  served  only  to  give  fur- 
ther emphasis  to  this  obvious  conclusion.  For  example, 
in  response  to  an  inquiry  as  to  the  justification  for  the 
reference,  in  the  1955  catalogue,  to  his  "General  Of- 
fices" as  being  in  Illinois,  he  made  the  amazing  re- 
sponse that  his  fifteen  year  old  son  lived  in  Zion  in 
that  vear  and  there  received  mail  addressed  to  the 
defendants'  business.^  [RT  54,  1  5,  RT  55,  1  20]  He 
justified  the  similar  reference  to  "General  Offices"  in 
the  1964  catalogue  by  saying  that,  although  by  that 
time  his  son  was  no  longer  in  Zion,  he  had  a  Post 
Office  box  in  that  city." 

The  defendant's  preposterous   stories   and  the   finding 
hat   Wilber   Friend's    (defendant's   only   witness    at    the 


"  This  is  an  example  of  the  kind  of  testimony  which 
Fudge  Gray  later  in  this  opinion  characterized  as  simply 
mbelievable.  Defendant  testified  first  that  the  number  47 
vas  chosen  arbitrarily  for  the  1955  catalog  and  it  was 
nerely  a  coincidence  that  1908  plus  47  equals  1955.  [RT 
)3  lines  11-21].  When  faced  with  the  further  coincidence 
;hat  the  number  of  the  1964  catalog  was  56  defendant 
isserted  that  it  was  designed  to  have  56  pages  and 
samples.  [RT  84,  line  17-RT  85,  line  13] 

^  Again  when  defendant  appeared  in  his  own  behalf  he 
isserted  upon  cross  examination  that  his  son  took  care  of 
;he  Zion  "office"  from  1949  until  1956  or  1957,  and  at  the 
;ime  the  son  took  over  what  he  called  his  "main  base  of 
)perations"  he  was  only  9  years  old  [RT  469,  1  20,  RT 
t70,  1  10] 
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trial)  testimony  was  not  worthy  of  belief  is  buttresse 
by  the  facts  surrounding  the  history  of  this  litigatioi 
Before  the  action  was  brought  in  California,  Plainti: 
filed  an  action  on  the  same  grounds  in  the  IT.  S.  Distrit 
Court  for  the  Northern  District  of  Illinois,  serving  d< 
fendant  pursuant  to  the  Illinois  "long  arm"  statute.  Di 
fendant  promptly  moved  to  dismiss  for  lack  of  persone 
jurisdiction  and  improper  venue,  supported  by  an  afl&davj 
of  Wilber  Friend  stating  that  none  of  the  defendant 
did  any  business  or  had  any  place  of  business  in  Illinm 
— nor  did  defendants  ever  have  any  place  of  businee 
other  than  in  Pasadena,  California.  (TR  160,  161;  E: 
32)  The  District  Court  in  Chicago,  based  on  defendant'l 
statements  of  fact,  sustained  its  motions.  Yet,  in  spite  c 
this  clear  and  unequivocal  state  of  facts  defendant  pe]' 
sists  in  its  contention  that  it  has  a  right  to  associate  it 
business  with  Zion,  Illinois  and  that  it  has  a  right  t 
say  its  Pasadena  establishment  is  a  division  of  anothe 
company.  (Def's  Brief  p.  34,  Assignment  of  Error  #1S! 
p82.) 

Defendant's  misrepresentations  and  unfair  competitiof 
with  respect  to  Plaintiff's  tradename  were  not  confine^ 
to  its  catalogs  and  price  lists.  (X's  84,  85,  86,  87)  Judgi 
Gray's  Memorandum  went  on  to  state: 

"The  record  reveals  other  proof  which  shows  beyon 
doubt  that  Wilber   sought   regularly  to  convey  ami 
cultivate  the  false  impression  that  appears  so  vividl 
in  his  catalogues.   Between  1951  and  1953  he  sent  on 
a  circular  letter  to  law  offices  in  the  western  states''' 
including  many  customers  of  the  plaintiff,  in  whic''!' 
he  announced  the  opening  of  a  Western  Division  amf 
urged  that  future  orders  be  forwarded  to  Pasademfs 
where  they  could  be  expedited  and  result  in  a  savinjl) 
in   freight  charges,   in   comparison  vnth   the   "east' 
impliedly  Zion    [ET   219,  1   15,   230  Jahnke   dep.  1 
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249,  p.  5,  6;  Hughes  depn.  X  235,  p.  3;  Newton  dep. 
X  237,  p.  3]  In  his  correspondence  and  in  his  per- 
sonal contacts  with  prospective  customers,  whenever 
any  inquiry  arose  concerning  the  relationship  between 
the  Friend  organization  in  Zion  and  his  Pasadena 
operation,  he  actively  implied  or,  at  the  very  least 
allowed  the  inference,  that  they  were  one  and  the 
same.  [RT  218,  1  12;  228,  1  15,  228;  Gurtler  depn. 
p  5;  Augustine  depn.  X  249,  p  6;  Leder  depn.  X  250, 
p  6]  For  example,  in  one  instance  he  responded  to  a 
letter  of  inquiry  from  an  obviously  confused  former 
customer  of  the  plaintiff,  by  assuring  him  that  'We 
will  get  your  dies  from  our  Zion  plant.'  " 

The  last  incident  relates  to  the  testimony  of  Joan  War- 
ington,  a  secretary  of  the  law  offices  of  Davis  and 
ppstein  of  Tucson,  Arizona.  RT  193,  Exh  240.  This  firm 
as,  in  May  1963,  purchasing  paper  and  stationery  from 
»th  plaintiff  and  defendant.  Miss  Warmington  wrote 
ifendant  ordering  stationery,  stating  (RT  196) ; 

"The  letterhead  stationery  should  be  of  the  same 
style  as  that  shown  above,  and  the  envelope  should 
be  of  a  quality  paper  that  will  match  the  letterheads" 
(Defendant  filled  this  order  with  Barrister  Bond 
letterhead  and  envelopes,  the  former  being  100% 
and  the  latter  25%  cotton  fiber  content  papers,  RT 
117) 

Miss  Warmington's  letter  went  on  to  ask  defendant  for 
quotation  on  business  cards  which  theretofore  had  been 
ipplied  by  plaintiff.  Wilber  Friend  answered  the  inquiry 
id  quoted  a  price  for  the  business  cards  and  added  that 
lere  would  be  a  $10.00  additional  charge  for  making  an 
igraving  die  for  the  cards.  RT  106  Miss  Warmington 
isponded  to  defendant's  letter   (RT  107): 

"In  connection  with  the  business  cards,  after  check- 
ing further  with  Mr.  Davis,  I  have  discovered  that 
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these  cards  were  originally  ordered  from  the  part  oJ 
your  organization  which  is  located  in  Zion,  Illinois 
It  would  appear  to  me  that  the  simplest  way  oi 
handling  this  matter  would  be  for  you  to  obtain  th( 
die  from  Zion,  change  the  phone  number  thereon 
and  make  the  cards.  However,  if  you  feel  it  woulc 
be  easier  for  everyone  concerned  for  Mr.  Davis  tc; 
order  the  cards  directly  from  Zion,  please  let  me! 
know." 

Wilber  Friend  replied  to  Miss  Warmington  by  letter 
dated  May  18,  1963  [Ex  207],  saying: 

"Thanks  very  much  for  your  letter  of  the  16tl] 
which  helps  us  a  lot.  We  will  obtain  the  die  from  oui 
Zion  plant  immediately  as  this  will  work  nicely  foi 
your  order  on  the  business  cards." 

Wilber  Friend  knew  the  die  was  in  the  possession  oti 
Plaintiff  in  Zion,  Illinois  and  never  asked  for  it  (TR  111.) 
He  deliberately  and  maliciously  mislead  an  obviouslj- 
confused  customer  of  plaintiff,  a  common  practice  byl 
which  Wilber  took  away  customers  of  plaintiff.  He  fol- 
lowed his  usual  practice  of  making  up  a  new  die  at  his, 
expense  and  the  customer  never  knew  what  happened.! 
(RT  151)  This  occurrence  was  only  three  months  prior  tod 
Plaintiff's  letter  objecting  to  Defendant's  unfair  competi-ij 
tion  and  infringement  in  August  1963  (RT  159,  160)  and' 
eight  months  prior  to  the  time  Plaintiff  filed  the  action  in 
Chicago. 

This  is  not  to  say  that  misleading  plaintiff's  customers 
was  something  of  recent  origin.  The  record  has  clearcut' 
evidence  of  equally  heinous  conduct  throughout  the  period 
defendant  was  in  business  in  California.  The  record  shows 
an  example  of  Wilber's  fraudulent  misrepresentation  in^ 
1951,  when  he  successfully  stole  a  customer  of  plaintiff, 
Mr.  J.  H.  Jahnke,  who  had  purchased  his  stationery  from 
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plaintiff  since  the  1920's  in  Centralia,  Washington.  Wil- 
ber  had  corresponded  with  this  customer  while  he  was 
with  H.  A.  Friend  and  Company.  (RT  147)  Defendant 
sent  this  customer  the  announcement  referred  to  above  in 
the  court's  decision  announcing  opening  of  "a  Pasadena 
office"  (Jahnke  depn  p5),  and  other  literature  including 
statements  such  as  "our  43  years  of  selling  exclusively  to 
attorneys"  (when  defendant  had  been  in  business  only 
about  one  year),  "Serving  the  Legal  Profession  in  every 
State  since  1908"  (TR  147),  in  addition  to  the  continuous 
use  of  "Western  Division"  and  "Since  1908."  The  exhi- 
bits attached  to  the  Jahnke  deposition  included  a  letter- 
head sample,  with  defendant's  prices  and  product  in- 
formation printed  on  it,  and  the  letterhead  was  that  of 
O'Leary,  Meyer  and  O'Leary  of  Olympia,  Washington, 
who  had  purchased  their  letterhead  and  stationery  exclu- 
sively from  plaintiff  since  1932  (E.  L.  Meyer  and  Marga- 
ret Wiseman  Depns,  Exh  242,  p  4,  5,  TR  193;  Exh  243 
p  6  TR  194.)  Wilber  Friend  did  not  confine  his  misrepre- 
sentations to  his  printed  promotional  materials.  When 
he  was  trying  to  woo  Mr.  Jahnke  from  plaintiff,  in  a 
letter  dated  January  23,  1954  (TR  148)  he  stated  "We 
now  have  your  engraving  die  on  file  at  this  location.  In 
the  event  of  an  order,  we  can  supply  your  stationery 
needs  from  Pasadena  and  thus  save  you  on  shipping 
costs.  Our  rates  on  most  items  are  a  little  less  than  from 
the  east."  As  might  be  expected,  defendant  never  obtained 
the  die  from  H.  A.  Friend  and  Company  or  anyone  else 
in  the  "East"  but  had  a  new  die  made  up  in  Pasadena. 
(TR  151) 

Wilber  Friend's  "I'll  get  your  die  from  Zion"  pitch  was 
Qot  confined  to  the  mails.  In  1956  he  obtained  the  business 
3f  what,  until  Wilber's  sales  call,  was  a  perfectly  satisfied 
customer  of  H.  A.  Friend  and  Co.  This  customer,  Albert 
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Ussery,  a  lawyer  from  Alburquerque,  New  Mexico,  testi- 
fied in  his  deposition  (P  10,  X  254) 

"Well,  my  impression  was,  as  it  is  now  refreshec 
by  reading  this  letter,  that  Mr.  W.  H.  Friend  securec 
the  die,  which  had  previously  been  utilized  in  th( 
preparation  of  my  stationery  by  the  Zion  Illinois 
plant.  He  says  specifically  that  he  now  has  the  dia 
on  hand,  and  I  just  took  that  to  mean  that  he  lansi- 
have  written  and  secured  it." 

The  state  of  mind  of  plaintiff's  customers  after  one  of 
Wilber  Friend's  Sales  calls  may  be  illustrated  by  the 
testimony  of  Mrs.  Muriel  Leder  who  purchased  stationery 
for  the  Albuquerque  law  firm  of  Modrall,  Seymour,  Sper-i 
ling,  Roehl  and  Harris  (Depn,  P6;  Exh  250  TR  196) 


oU 


Q.     Have  you  heard  of  Friend  and  Company 
Pasadena,  California? 

A.    Yes. 

Q.  How  did  you  come  to  become  acquainted  with 
Friend  and  Company  of  Pasadena? 

A.  Well,  I  recall  one  day  a  gentleman  coming  inj 
and  representing  himself  as  sales  personnel  of  some' 
type  or  another  from  Pasadena,  and  that  indicated 
that  this  was  perhaps  a  new  branch  or  probably  a 
new  branch  of  Friend  of  Zion,  Illinois,  I  believe  it 
is.    Isn't  it? 

Mrs.  Leder  went  on  to  testify  that  she  ordered  only 
once  from  defendant,  but  was  dissatisfied  with  defen-i 
dant's  product  and  because  of  this  dissatisfaction,  never' 
did  business  with  either  defendant  or  plaintitf  again. 

Further  details  on  Wilber  Friend's  sales  pitch,  includ- 
ing how  Wilber  uses  Friend  Paper  Company  as  a  part 
of  his  deception,  is  found  in  the  trial  testimony  of  Mr. 
Dale  Walker  (RT  ,241) : 


I 
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Q.     Have  you  ever  heard  of  Friend  and  Company? 

A,     I  have  heard  of  Friend  and  Company,  yes. 

Q.  How  did  you  come  to  hear  of  Friend  and 
Company  1 

A.  Specifically,  a  gentleman  appeared  in  our  office 
in  Alburquerque  and  informed  me  and  my  secretary 
that  Friend  Paper  Company  that  we  did  business 
with  had  formed  or  had  established  a  Western  Divi- 
sion plant  and  it  might  save  us  transportation  costs 
if  we  did  business  with  them. 

Q.    When  was  this? 

A.  Well,  I  can't  honestly  recall  now  but  it  was 
around  1958. 

Q.  Were  you  at  that  time  doing  business  with 
H.  A.  Friend  and  Company  in  Zion,  Illinois? 

A.    Yes. 
[RT  242,  243]   Q.     Did  you,  after  this  gentleman  called 
on    you,    begin    doing   business    with    the    Pasadena 
company  ? 

A.    Yes,  sir,  we  did. 

Q.  When  he  called  on  you,  did  he  give  you  any 
other,  shall  we  say  sales  pitch? 

A.  Well,  he  really  didn't  have  to.  We  have  had 
a  very  compatible  relationship  with  Friend,  and  I 
had  had  the  opportunity  to  recommend  their  paper 
to  several  other  attorneys,  and  they  were  satisfied, 
which  made  me  feel  good. 

The  man  that  called  at  my  office  was  a  very 
courteous  individual.  We  went  through  his  folder.  I 
found  several  pieces  of  merchandise  that  they  had 
that  we  should  have  been  buying  and  hadn't,  and  that 
was  a  pleasant  discovery  too. 

So  he  really  didn't  have  to  sales-pitch  me,  in  the 
vernacular. 

[RT  244]  Q.  Did  it  subsequently  come  to  your  atten- 
tion that  there  was  no  connection  between  the  first 
Friend  that  you  had  done  business  with  and  the  one 
represented  by  the  gentleman  from  Pasadena? 

A.    Yes,  it  did. 
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Q.    How  did  you  come  to  acquire  that  knowledge"; 

A.  Well,  I  can't  recall  the  date,  but  I  am  sure  i1 
was  within  a  two  or  three-year  period  another  gentle- 
man ajjpeared  in  our  office  and  informed  me  that  they! 
were  somewhat  disappointed  in  the  fact  that  we  had 
stopped  buying  paper  from  Friend,  which  rathew 
astounded  me,  and  I  then  learned  of  the  lack  of  con-nj 
nection  between  the  Zion  Friend  and  the  Pasadenaj 
Friend. 

Q.  Did  you  have  any  personal  reaction  or  feeling, 
as  to  that?  | 

A.  Well,  yes,  I  did.  I  felt  I  had  been  somewhat 
deceived — more  than  somewhat  deceived. 

In  response  to  the  Court's  questions  this  point  was 
summed  up 

The  Court:  Did  you  at  that  time  draw  any  dis-sj 
tinction  between  H.  A.  Friend  and  Company,  Friendi 
Paper  Company  or  Friend  and  Company! 

The  Witness:  No,  your  Honor.  There  was  no  dis- 
tinction drawn  other  than  the  fact  that  the  company 
that  we  did  business  with  now  had  a  Western  divi-i 
sion,  and  I  can  recall  that  quite  vividly. 

The  Court:  Do  you  recall  at  that  time  that  youtj 
were  dealing  with  a  company  at  Zion,  Illinois  whose^ 
firm  name  had  the  word  "Friend"  in  it  somehow,  is 
that  right? 

The  Witness:    Yes. 
The  Court:    Is  it  true  that  any  mention  of  Friendd 
in    connection   with    paper    meant   to    you    the    Zion, 
Illinois  company? 

The  Witness:    Yes,  your  Honor. 

Wilber  Friend's  first  employee  was  Mr.  Melvin  Poole, 
who  worked  for  him  approximately  twelve  years  assisting 
in  running  the  business,  and  making  calls  on  customers 
and  prospective  customers.  Mr.  Poole  testified  (TR  217) 
that  20%  to  40%  of  the  prospective  customers  he  called 
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3n  were  H.  A.  Friend  &  Co.  customers.  He  stated  that 
when  someone  asked  what  the  business  connection  was 
between  plaintiff  and  defendant  his  answer  was:  "(I) 
shrugged  it  off  and  said  'one  and  the  same.' "  His  pur- 
30se  in  making  this  statement  he  knew  was  false  was  to 
?ain  business.  (TR  228,  229.)  He  went  on  to  testify  that 
W^ilber  Friend  "suggested"  that  he  tell  people  plaintiff 
md  defendant  were  "one  and  the  same"  (TR  218,  219). 
[n  spite  of  this,  appellant  asserts  in  its  brief,  p.  50: 

"There  is  no  evidence  that  he  (defendant)  ever 
told  or  instructed  anyone  else  to  tell,  a  customer 
that  his  business  was  connected  with  plaintiff." 

A.ppellant  apparently  overlooks  the  testimony  of  the 
iforementioned  witnesses  and  there  are  other  similar  mis- 
representations found  throughout  the  record. 

Numerous  other  witnesses  testified  that  plaintiff's  eus- 
iomers  were  contacted  by  defendant,  either  by  mail  or  by 
personal  visit  of  Wilber  Friend,  and  discontinued  doing 
business  with  plaintiff  and  began  doing  business  with 
iefendant  because  of  the  misleading  representations  of 
Defendant  and  confusing  similarity  of  the  tradenames 
md  trademarks.  (Earle  W.  Zinn,  Seattle,  Wash.,  Exh  234 
RT191;  Darlene  Pinkston,  Wenatchee,  Washington,  Exh 
136  RT192;  Joseph  L.  Hughes,  Wenatchee,  Wash.,  Exh 
235  RT191;  Arthur  M.  Newton,  Everett,  Wash.,  Exh  237 
RT192;  James  R.  Gregg,  Vancouver,  Wash.,  Exh  245 
RT194;  Harold  E.  Whitney,  Phoenix,  Ariz.,  Exh  246 
RT194;  Albert  W.  Gurtler,  Mesa,  Ariz.,  Exh  247  RT195; 
rhomas  J.  Davis,  Tucson,  Ariz.,  Exh  248  RT195;  John  L. 
A.ugustin,  Tucson,  Ariz.,  Exs  249  RT196;  Richard  M. 
Krannawitter,  Albuquerque,  N.  Mex.,  Exh  251  RT195; 
Erwin  S.  Moise,  Santa  Fe,  N.  Mex.,  Exh  411  RT197; 
Leder,   Albuquerque,   N.   Mex.,   Exh   250   RT196;    Sutin, 
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Albuquerque,  N.  Mex.,  Exh  253  RT196;  Cunninghaai 
Centralia,  Wash.,  Exh  264  RT208;  Eoick,  Escondidcl 
Calif.,  Exh  265  RT209;  Fowler,  Salt  Lake  City,  Utah 
Exh  267;  RT209;  James  R.  Wilson,  Daytona  BeacL 
Florida,  Exh  268  RT209.)  All  of  these  witnesses  wen 
customers  who  purchased  from  Plaintiff  before  they  pun 
chased  from  defendant  except  Mr.  Wilson,  of  Daytom 
Beach,  Florida,  and  defendant  admitted  his  busines 
was  "probably"  obtained  by  defendant  as  a  result  of  ; 
letter  from  Mr.  Wilson  to  plaintiff  which  got  into  defem 
dant's  Post  Office  Box  in  Zion,  Illinois.    (RT  90) 

From  the  foregoing  evidence  the  District  Court  codi 
eluded :  on  that  part  of  the  case  pertaining  to  PlaintifEf 
cause  of  action  for  common  law  unfair  competition: 

"In  summary,  this  Court  finds  that  Wilber,  froB; 
the  beginning  of  his  Pasadena  venture,  tried,  ii 
every  way  he  knew  how,  to  capture  for  himself  thl 
goodwill  that  his  father's  company  (the  plain tifffl 
had  developed  among  law  offices  in  the  western  states- 
It  is  equally  apparent  that  in  this  he  was  venj 
successful.  The  many  letters  and  depositions  intrd 
duced  into  the  record  reveal  that  a  substantial  nun:"' 
ber  of  lawyers  purchased  their  stationery  from  th 
defendants  in  the  mistaken  belief  that  they  weri; 
dealing  with  the  Western  Division  of  the  plaintiff.    ' 

"The   trade   name.   Friend   and    Company,   is   ver 
similar  to  that  of  H.  A.  Friend  and  Company,  aai 
the  record  shows  clearly  that  confusion  has  resulte- 
in  the  minds  of  customers  and  prospective  customer 
throughout   the   western    states.    A   court    should   b. 
reluctant   to   limit   a   person   in   the   use   of  his   ow»j 
name  in  his  business.    However,  in  the  case  at  hancij 
Wilber  has  been  using  the  Friend  name,  not  simplij 
to  identify  his  own  business,  but  rather  as  a  meanul 
of  seeking  wrongfully  to  identify  his  business  witJ 
that  of  another." 
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Wilber  Friend  testified  early  in  the  trial  (RT  49,  50) 
that  he  solicited  business  solely  by  personal  calls  and  by 
mail,  that  is,  he  never  advertised  in  magazines,  news- 
papers or  other  types  of  media  (RT  513  Pre  Trial  Conf. 
Order  Tfl7.)  When  asked  "Q.  Did  you  ever  send  samples 
to  any  H,  A.  Friend  and  Company  customers?  defendant 
replied  "I  never  sent  a  sample  to  an  H.  A,  Friend  and 
Company  customer,  that  I  knew  was  a  customer  of  H.  A. 
Friend  and  Company.  I  wasn't  interested  in  their  busi- 
ness." 

Later  in  the  trial  Wilber  Friend  testified  (RT  442  L.  12) 
"I  did  not  under  any  circumstances  at  any  time  tell  any- 
one that  I  was  connected  with  H.  A.  Friend  and  Com- 
pany in  a  business  way. 

It  is  no  surprise  when  comparing  such  statements  with 
clear  evidence  that  he  tried  in  every  way  possible  to  take 
customers  from  plaintiff,  that  the  District  Court  charac- 
terized Wilber  Friend's  testimony  as  "unbelievable." 

V.  INFRINGEMENT  BY  DEFENDANT'S  USE  OF 
THE  TRADEMARKS  "FRIEND'S",  "BARRISTER 
BOND"  AND  "BANNER  BOND,"  THOUGH  SEPARATE 
CAUSES  OF  ACTION,  ARE  PART  OF  DEFENDANT'S 
PLAN  TO  TRADE  ON  PLAINTIFF'S  GOOD  WILL 
AND  TRADE  ON  PLAINTIFF'S  REPUTATION. 

The  District  Court  found,  regarding  defendant's  trade- 
mark violations 

"As  hereinabove  noted,  the  plaintiff  has  been  using 
various  trademarks  in  connection  with  the  business 
of  selling  stationery  at  retail  ever  since  long  prior 
to  1941.  [RT  11,  12,  15.]  Such  use  of  the  trademarks 
included  their  being  affixed  as  watermarks  upon  the 
paper  itself  in  the  process  of  manufacture,  through 
the  use  of  "dandy  rolls"  in  some  mysterious  manner 
that  the  paper  mill  operators  understand. 
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""When  the  Friend  Paper  Company  was  formed 
the  plaintiff  purchased  its  requirements  for  papei 
bearing  its  various  watermarks  through  Friend  Papei 
Company.  [RT  329]  The  reason  for  doing  so  was  tc 
obtain  for  the  plaintiff  the  price  benefits  accorded  i 
wholesaler,  as  is  discussed  earlier  in  this  memoran- 
dum. [Appellant's  Br.  p.  9  11-5;  CT  95  lines  23-26.; 
It  also  has  been  mentioned  herein  that  Wilber  was 
in  charge  of  the  "business"  of  Friend  Paper  Com- 
pany from  the  time  that  he  was  an  employee  of  his 
father's  organization  (the  plaintiff).    [RT  15,  310] 

"Wilber  now  says  that  he  was  Friend  Paper  Com-k 
pany,  that  from  the  beginning  it  was  his  sole  pro-) 
prietorship,  and  that  during  the  entire  time  that  he^ 
was  operating  it  in  Zion  he  was  doing  so  for  his 
own  account.  He  further  testified  that  he  even  maddi 
a  profit  on  the  paper  that  Friend  Paper  Company^ 
purchased  from  the  mill  and  resold  at  a  larger  pricet 
to  his  father's  company.  [RT  301].*  He  contends  that 


*  The  reason  that  AVilber  was  successful  for  so  many) 
years  in  concealing  the  profits  which  he  made  on  papen 
purchases  for  the  Plaintiff  was  that  he  managed  thei; 
H.  A.  Friend  business  and  handled  all  purchasing  and' 
pajTiients  for  purchases.  (RT  301,  1  19-RT  302  1  7.)  Wil-1 
ber's  testimony  clearly  shows  that  Wilber  never  told  his 
father  or  brothers  of  the  profits  since,  if  he  had  told- 
them,  he  could  positively  state  thev  did  know  [RT  301,  Li 
15-RT  302]. 

Defendant  Wilber  Friend  called  as  an  adverse  witness 
for  the  plaintiff  testified  that  he  was  "in  charge  of  the' 
business  all  through  the  years  at  various  times,"  and  "did 
everything  that  was  necessary  in  the  operation  of  the 
business",  referring  to  the  period  following  1934  whiles 
defendant  was  associated  with  H.  A.  Friend  and  Com-r 
])any.  Defendant  also  testified  that  he  at  least  on  some' 
occasions  signed  checks  and  handled  the  books.  [RT  20,' 
1.  9-RT  21,  1.  23.]  Later  he  testified  that  his  duties  in-^ 
eluded  handling  sales  letters  [RT  25,  lines  11-6]  and 
ordering  and  paying  for  paper  [RT  37  lines  16-25].  He 
also    testified    that   he    had    been    solely    responsible    for; 
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inasmuch  as  he,  through  Friend  Paper  Company,  has 
been  purchasing  and  selling  paper  that  was  marked 
or  otherwise  identified  with  the  trademarks  here  con- 
cerned, they  somehow  have  become  his  trademarks 
and  he  has  a  right  to  continue  to  use  them.  In  fact, 
he  has  been  using  several  of  them  in  his  Pasadena 
establishment.^ 

"The  short  answer  to  Wilber's  contention  is  that, 
whether  he  knew  it  or  not,  during  the  entire  time 
that  he  was  operating  Friend  Paper  Company  in 
Zion,  he  was  doing  so  as  a  fiduciary  representative, 
or  a  constructive  trustee,  of  H.  A.  Friend  and  Com- 
pany and  its  owner  (the  plaintiff).®  One  of  the  best 
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production  of  a  catalog  which  H.  A.  Friend  and  Company 
produced  in  the  mid  30's  and  distributed  to  its  customers 
in  1938  [RT  29,  line  10-RT  30  line  15]  and  had  a  "great 
deal  to  do  Avith"  the  production  of  a  price  list  used  by 
H.  A.  Friend  and  Company  around  1948,  [RT  30  line  20- 
RT  31  line  3]  and  which  was  mailed,  using  addressograph 
plates,  throudiout  the  Western  states  [RT  275,  1  24-RT 
277  1  21,  X  75,  X  13,  X  152].  Further  along  in  the  trial 
defendant  admitted  assuming  managerial  duties  as  early 
as  1940.   [RT  311,  1  3-10] 

^  The  company  name,  H.  A.  Friend  &  Company  was 
used  by  plaintiff  and  its  predecessors  long  prior  to  any 
activity  of  Friend  Paper  Company  (RT  12,  L  14,  19,)  and 
the  record  shows  usage  of  "Friend's"  as  a  trademark 
as  earlv  as  May  20,  1931  (RT  262,  1  2-RT  263,  1  1,  Exh. 
282.  Pre-Trial  Conf  Order  1]  9  CT  450.) 

Defendant  has  admitted  that  plaintiff  had  customers 
in  the  States  of  California,  Oregon,  Washington,  Utah, 
Arizona  and  Montana  before  any  activities  on  the  part 
of  defendants  in  California.  The  record  shows  substantial 
priority  of  use  of  its  marks  bv  plaintiff  in  these  and  other 
western  states,  RT  13 ;  1  4-24',  343  L  14. 

®  The  court  found  that  the  relationship  of  Wilber  Friend 
as  manager  of  H.  A.  Friend  &  Company  prior  to  his 
leaving  in  1949  was  a  fiduciary  relationship,  as  a  matter 
of  law,  arising  out  of  his  status  as  the  managing  partner 
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established  principles  of  law  is  that  a  person  who  is 
dealing  with  a  business  as  a  partner,  or  in  any  other 
relationship  of  trust,  may  not  take  for  himself  any 
profit  or  advantage  that  he  might  obtain  for  the  firm, 
without  tirst  making  full  disclosure  to  all  of  the 
owners  of  the  firm  and  obtaining  their  full  consent. 
Kestatement  Of  Kestitution  §  190  et  seq.  (1937). 

"The  evidence  clearly  shows  that  Wilber  made  no 
disclosure  to  his  father  or  his  brothers  that  he  was 
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of  said  partnership.   The  defendant  was  also  bound  by* 
the  1941  partnership  contract,  which  explicitly  sets  forth!' 
the  terms  of  a  fiduciary  duty  of  the  partners.  Appellant 
in  his  brief,  page  47,  refers  only  to  the  part  of  that  con- 
tract providing  for  partners  to  work  full  time,  and  states: 
"It   is   well  known   that   persons   employed   full-time; 
habitually  engage  in  some  personal  errands  or  busi-il 
ness  during  a  working  day." 
The   appellant   completely   ignores    the   clear    expressioni 
in  the  partnership  contract  which  was  discussed  at  length! 
by  the  court  and  defendant's  counsel  at  the  concluding  fi 
portion  of  the  trial  (RT  585.)    As  stated  in  the  District" 
Court's  memorandum : 

"The  partnership  agreement  that  they  all  signed  onn 
that  date  provided  that  each  active  partner  should  if 
devote  full  time  to  the  partnership  business,  should  (f, 
*  *  *  be  faithful  to  all  the  other  partners  in  all  trans- 1-| 
actions  relating  to  the  firm,  and  should  not  *  *  •* 
engage  in  any  business  or  activity  which  in  any  wayy 
does  or  may  conflict  with  or  operate  to  the  detriment  t 
of  the  partnership  business."  1 

The   agreement   thereafter   provided   that   Wilber   should  1 
be  the  general  manager  of  H.   A.   Friend  &   Company..! 
Wilber  testified  he   read  and  understood  the   agreement  tj 
before  he  signed   (RT  27  1  5-10)   it,  and  it  clearly  barsf< 
Wilber  from  asserting  adverse  claims  to  the  H.  A.  Friend  li 
&  Co.  trademarks  and  from  making  personal  profits  in 
the  purchasing  of  paper  for  H.  A.  Friend  &  Company,  , 
all  of  which  he  did  without  informing  his  father  or  broth 
ers.  As  a  result  of  the  clear  obligations  in  the  partnership ) 
contract,  and  as  a  result  of  the  relationship  of  the  part- 
ners of  H.  A.  Friend  &  Company  relied  on  and  trusted  1 
Wilber. 
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using  Friend  Paper  Company  for  his  own  benefit. 
[RT  301-302;  RT  360;  RT  529.]  Their  understanding, 
which  Wilber  carefully  encouraged,  was  that  he  was 
operating  Friend  Paper  Company  as  a  part  of  his 
function  as  principal  manager  of  H.  A.  Friend  and 
Company,  and  that  the  former  was  being  operated 
solely  for  the  benefit  of  the  latter. 

"Under  well  established  fiduciary  principles,  Wilber 
acquired  no  individual  rights  in  or  to  any  of  the 
trademarks  with  which  he  was  dealing  while  he  was 
affiliated  with  H.  A.  Friend  and  Company.  Insofar 
as  the  parties  to  this  action  are  concerned,  the  entire 
rights  in  and  to  such  trademarks  remain  in  the 
plaintiff. 

"One  of  such  trademarks  is  "Friends",  which,  as 
has  been  mentioned  earlier  in  this  memorandum, 
the  plaintiff  has  been  using  for  many  years.  In  1957, 
the  plaintiff  obtained  from  the  United  States  Patent 
Office  Registration  No.  655,848  covering  this  trade- 
mark. Insofar  as  the  defendants  are  concerned,  the 
plaintiff  owns  the  trademark  and  it  is  valid  and 
subsisting.  The  defendants  have  been  infringing  the 
trademark  such  infringement  has  created  actual  con- 
fusion and  the  likelihood  of  further  confusion,^  the 
defendants  will  be  permanently  enjoined  from  further 
violations.  15  U.S.C.  1116;  TiscJi  Hotels,  Inc.  v. 
Americana  Inn  Inc.,  350  F.2d  609   (7th  Cir.   1965). 

"The  plaintiff  also  has  been  using  for  many  years 
the  trademark,  "Banner",  and  has  filed  with  the 
Patent    Office    Trademark    Application    Serial    No. 


^  Not  only  did  defendant  employ  the  identical  marks 
laimed  by  plaintiff,  he  even  went  so  far  as  to  employ 
he  same  style  of  lettering  for  the  works,  except  as  to 
Janner  Bond.  Cf.  Pltfs.  Catalogs,  watermarks,  (X  10,  32 
dth  D's  Catalog  X  84,  85.)  The  confusion  caused  by  this 
opying  is  shown  in  the  testimony  of  Mr.  Dale  Walker. 
RT  243,  1  12-244  1  4]. 
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206,253  for  the  purpose  of  registering  this  mark 
The  defendants  have  filed  notice  of  opposition  to  sue 
application,  and  the  matter  is  being  held  in  abeyanc 
in  the  Patent  Office  pending  the  outcome  of  th 
litigation.  For  the  reasons  hereinabove  mentione( 
the  defendants  have  no  right  to  the  use  of  the  wore 
"Banner",  in  any  form  as  a  trademark;  the  defei 
dants  have  been  wrongfully  infringing  that  tradi 
mark;  such  infringement  has  created  actual  confusio 
and  the  likelihood  of  further  confusion;  the  defei 
dants  will  be  enjoined  from  further  infringemei 
and  from  further  opposing  the  plaintiff's  applicatio 
for  registration. 

"The  plaintiif  has  been  using  the  trademarlj 
"Barrister  Bond",  ever  since  prior  to  1926."  Trad<i 
mark  Kegistration  No.  274,875  was  issued  to  Gilbei 
in  1930  and  was  renewed  for  twenty  years  on  Sejj, 
tember  9,  1950.  Gilbert  held  the  registration  in  truss 
for  the  plaintiff  until  January,  1965,  and  theo 
formally  assigned  it  to  the  plaintiff.  The  assignmerJ 
was  duly  recorded  in  the  Patent  Office.  RT  337. 

"From  the  very  outset  of  their  stationery  busines 
in  Pasadena,  the  defendants  have  advertised  "Bai 
rister  Bond"  stationery  as  being  one  of  their  primi 
items  of  merchandise.  By  so  doing,  they  have  iiij 
fringed  the  plaintiff's  valid  and  subsisting  trademarkl' 
such  infringement  has  created  actual  confusion  ano] 
the  likelihood  of  further  confusion;  the  defendanti| 
will  be  enjoined  from  further  violations. 

"In   actuality,   as   the  defendants   well  knew,   the; 
were  not  able  to  deliver  to  their  customers  any  pape 


*  The  use  of  "Banner  Bond"  or  "Banner  Line"  as  traddd 
marks  by  H.   A.   Friend  &   Companv  is  admitted  to  gi 
back  to  the  1920's.  (RT  11  L  12-19  ;"RT  14-25.  Pre  Tria 
Conf  Order  Tj  6,  7  CT  449). 

®  Use  of  "Barrister  Bond"  as  a  trademark  and  water 
mark  by  plaintiff  and  its  predecessors  commenced  lon^ 
before  Wilber  came  to  work  for  his  father  full  time  uii 
1932,  RT  15,  1  14-25.  I 
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bearing  the  "Barrister  Bond"  watermark,  because 
Gilbert  honored  the  exekisive  right  of  the  plaintiff 
to  snch  trademark  and  would  not  sell  paper  con- 
taining it  to  the  defendants.  Accordingly,  whenever 
a  customer  ordered  "Barrister  Bond"  paper  from 
the  defendants,  the  latter  would  fill  the  order  by 
shipping  paper  carrying  the  watermark,  "Bar  Bond", 
which  Gilbert  was  willing  to  manufacture  and  supply 
to  the  defendants.  In  his  testimony  at  the  trial, 
Wilber's  explanation  of  this  practice  was  his  assertion 
that  "Bar"  (even  without  the  period)  is  simply  an 
abbreviation  of  "Barrister".  [BT  60  1  19-22,  RT  302 
1  8-RT  303  1  6.]  This  seemed  a  bit  surprising,  but 
the  Court  feels  that,  under  all  of  the  circumstances, 
it  should  accept  such  explanation.  Accordingly,  the 
defendants  will  also  be  enjoined  from  further  use  of 
the  "abbreviation",  namely,  "Bar  Bond"." 

VI.  DEFENDANT  DELIVERED  GRADES  OF  PA- 
PER TO  CUSTOMERS  WHICH  WERE  INFERIOR  TO 
FHE  GRADES  LISTED  IN  DEFENDANT'S  CATA- 
LOGS AND  PRICE  LISTS  AND  ORDERED  BY  CUS- 
rOMERS.  AS  A  RESULT,  THE  CUSTOMERS  WERE 
3HEATED;  DEFENDANT  HAD  AN  APPARENT 
PRICE  ADVANTAGE  OVER  PLAINTIFF,  WHICH  IT 
USED  TO  OBTAIN  CUSTOMERS  WHILE  SELLING 
UNDER  THE  SAME  MARKS;  PLAINTIFF'S  REPUTA- 
nON  WAS  SUBJECT  TO  ANY  PREJUDICE  ACCRU- 
[NG  AS  A  RESULT  OF  SALE  OF  SUCH  GOODS; 
fiND  DEFENDANT  SAVED  LARGE  SUMS  OF  MONEY 
[N  PAPER  COSTS. 

The  Court's  decision  on  this  point  began : 

"From  the  time  Wilber  first  opened  his  Pasadena 
business,  and  until  after  this  litigation  w^as  com- 
menced, he  caused  his  corporation  to  advertise  his 
"Barrister  Bond"  stationery  as  containing  100%  cot- 
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ton  fibre.'"  He  also  advertised  his  "Friend's  Titlt 
Linen"  as  having  50%  cotton  fibre.  [X  84,  85.]  Ii 
actuality,  about  80%  of  the  envelopes  that  he  de 
livered  in  response  to  orders  for  "Barrister  Bond' 
had  a  cotton  fibre  content  of  20%,  and  all  but  5% 
of  the  "Title  Linen"  that  he  sold  either  containec 
only  25%  cotton  fibre,  or  was  made  of  sulphite 
which  had  no  rag  content  whatever."  [RT  223-225 
RT  171-175]. 

The    result    of    Defendant's    misleading    advertising   isi 
shown  in  testimony  of  Mr.  Dale  Walker.  (RT  244  1  1-14)) 

Q.  Was  it  your  impression  that  the  Barrister! 
Bond  envelopes  were  also  100  per  cent? 

A.  I  just  naturally  assumed  they  were.  I  knowAi 
that  we  ordered  them,  let's  put  it  that  way." 

The  court  went  on  to  describe  the  extent  of  the  economic( 
advantage  defendant  derived  from  the  paper  cheating; 

"According  to  Wilber's  own  admission,  the  relatives 
mill  costs  per  pound  of  these  types  of  paper  are« 
100%  cotton— 60^;  50%  cotton— 40^;  25%  cotton — 
30^;  and  sulphite— 26^   and  lower.    [RT   181-182]. 

"An  officer  of  Gilbert  testified  without  contradiction., 
that,   in   general,   the   usable   longevity   of   paper   is» 


'"  Defendant  admitted  that  his  customers  ordered  byd 
specifying  Barrister  Bond  or  Title  Linen  Bond  to  repre--| 
sent  respectively  100%  and  50%  cotton  fiber  content  tj 
papers  rather  than  by  reference  to  percentage  of  cottoni, 
fiber  content.  (Pretrial  Conference  Order,  paragraph  23,1,' 
Ct.  451;  RT  116,  117;  RT  514,  515.)  Similarly  defen-i- 
dant's  invoices  to  its  customers  listed  only  the  names  9 
"Barrister  Bond"  and  "Title  Linen"  to  identify  the  grades 
of  pai^er — not  the  percentage  of  cotton  fiber  content. 
(RT  233  L  11). 

"  Many  of  the  customers  were  motivated  to  shift  from  i 
plaintiff   to    defendant   because   of   defendant's    apparent  t 
price  advantage,  Jahnke  RT  149  L.  3,  Ussery  X  177  RT 
159,  RT  184  L  19-23). 
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measured  in  years  in  direct  proportion  to  its  rag 
content,  e.g.,  100%  cotton  fibre  should  last  100  years, 
25%  cotton  fibre — 25  years,  etc.  He  also  established 
that  the  higher  the  percentage  of  cotton  fibre,  the 
better  is  the  quality  of  the  paper  with  respect  to 
folding,  tearing,  erasability,  etc.  [Schmerein  deposi- 
tion, defendant's  X  BK,  pp.  7-8.] 

"The  plaintiff  has  contended  in  its  pleading  and 
at  the  trial  that  such  false  description  by  the  defen- 
dants of  their  goods  has  made  them  liable  to  the 
plaintiff  pursuant  to  15  U.S.C.  1125 (a). "^^ 

"The  Court  agrees  with  the  plaintiff,  and  holds 
that  the  foregoing  constitutes  another  aspect  of  un- 


^^  Defendant  has  been  able  to  lower  his  prices  because  of 
said  savings  and  advertise  that  he  has  lower  prices  than 
liis  competitors  or  "the  East",  thereby  inducing  customers 
of  plaintiff  and  of  other  competitors  to  buy  from  him.  The 
record  contains  a  complete  list  of  all  of  defendant's 
paper  purchases  from  Gilbert  Paper  Company,  its  major 
supplier,  from  1955  to  1966.  (Schmerein  depn,  X  BK,  p. 
24-29,  exlis.  19  and  20  through  29m.).  It  can  be  computed 
from  these  records  that  defendant  purchased  a  variety 
Df  envelopes  and  flat  typewritter  paj)ers  of  a  lower  grade 
than  he  advertised.  For  example,  these  records  show  that 
in  this  period  Wilber  Friend  purchased  over  600,000  lbs. 
[)f  paper  watermarked  "Friend's  Title  Linen",  which  de- 
fendant advertised  as  50%  cotton  fiber  paper.  The  record 
shows  that  98%  of  this  paper  was  only  25%  cotton  fiber 
grade.  From  the  finding  of  the  Judge  as  to  paper  costs, 
it  can  be  seen  that  on  this  item  alone  defendant  saved 
|.10  per  lb.  over  what  he  would  have  had  to  pay  for 
the  goods  of  the  grade  he  advertised.  Thus,  on  this  one 
item  alone — title  linen  typing  paper — he  saved  in  paper 
30sts  over  $60,000.00,  an  amount  substantially  equal  to 
the  Avhole  monetary  judgment  granted  by  the  court  below. 
En  addition  to  the  aforementioned  "Title  Linen"  typing 
paper,  defendant  saved  many  times  this  amount  by  fur- 
nishing its  customers  25%  paper  in  its  envelopes  adver- 
tised as  100%  Barrister  Bond,  and  sulfite  grade  paper 
in  its  Title  Linen  envelopes  which  were  advertised  as 
50%  cotton  fibre  grade  in  defendant's  catalogs  and  price 
lists.  It  would  be  a  very  conservative  estimate  to   say 
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fair  competition  for  which  the  defendants  are  liable 
to  the  plaintiff.  The  defendants  clearly  are  in  com- 
petition with  the  ijlaintiff  in  the  western  states,  and 
anyone  who,  while  purporting  to  sell  merchandise 
that  matches  the  quality  of  competing  products,/ 
actually  sells  goods  of  much  reduced  quality  and  costt 
to  him,  gains  an  unfair  advantage  over  his  com- 
jjetitors."  Moreover,  and  of  much  greater  concern 
to  the  plaintiff  from  the  standpoint  of  damage,  is  the 
likelihood  that  in  future  years  people  who  have 
bought  stationery  from  the  defendants  will  become 
aware  of  its  poor  quality  and  mil  quietly  determine 
never  again  to  purchase  "Friend's"  papers.  Because 
of  the  manner  in  which  the  defendants  have  fraudu- 
lently linked  their  own  oiJeration  with  that  of  the 
plaintiff,  it  is  impossible  to  determine  the  full  extent 
to  which  the  false  descriptions  herein  concerned  have 
damaged  the  plaintiff  already  and  will  cause  further 
injury  in  the  future. 

'Although  section  43(a)  [15  U.S.C.  1125(a)]. 
makes  no  reference  to  injunctive  relief,  it  is<] 
within  the  general  power  of  a  court  of  equity  I 
to  grant  it.'  1  Callmann,  Unfair  Competition 
Trademarks  and  Monopolies,  Section  18.2(b))] 
(Third  Edition  1967).  I 
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that  the  total  judgment  of  $65,000.00  awarded  by  Judge 
Gray  to  plaintiff,  is  considerably  less  than  half  of  what 
defendant  saved  by  his  misrepresentation  of  paper 
quality  comjiletely  apart  from  defendant's  profits  on  the 
retail   sale  of   paper  under   the   trademarks   of  plaintiff. 

"  The  testimony  of  the  confusion  witnesses  herein, 
previously  quoted  or  referred  to,  show  a  clear  sales 
pattern  used  by  defendant.  Defendant's  sales  pitch  was 
that  he  could  furnish  the  stationery  to  his  customers 
for  lower  prices  than  from  "Friends"  in  the  east  because 
of  cheaper  freight  rates.  Since  a  major  portion  of  defen- 
dant's paper  was  from  Gilbert  Paper  Company,  which 
is  located  in  Wisconsin  and  also  supplied  plaintiff,  defen- 
dant obviously  could  not  undercut  plaintiff  on  paper  of 
equal  grade  and  quality. 
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"The  plaintiff  is  entitled  to,  and  will  be  accorded, 
an  injunction  against  further  misrepresentations  by 
the  defendants  concerning  the  quality  of  their  mer- 
chandise. See  Chamberlain  v.  Columbia  Pictures 
Corp.,  186  F.2d  923,  924  (9th  Cir.  1951). 

USE  OF  THE  NAME,  FRIEND  PAPER  COMPANY 

"The  record  indicates  that  when  Wilber  announced 
his  intention,  in  1949,  to  engage  in  the  wholesale 
paper  business  in  California,  none  of  his  former 
partners  raised  any  objection  to  his  using  the  name. 
Friend  Paper  Company,  in  that  type  of  operation." 
They  reasonably  concluded  that  no  inherent  confusion 
of  identity  would  result  from  such  an  arrangement, 
inasmuch  as  the  plaintiff's  sales  have  regularly  been 
exclusively  at  retail  to  the  consumer." 

The  court  then  held  that  Wilber  Friend  could  continue 
using  the  name  Friend  Paper  Company  in  the  wholesale, 
not  retail,  paper  business. 

VII.  THE  DOCTRINE  OF  LACHES  DOES  NOT  AP- 
PLY IN  THIS  CASE  BECAUSE  PLAINTIFF  TOOK 
TIMELY  ACTION  ONCE  DEFENDANT'S  ACTIVITIES 
WERE  KNOWN  TO  ITS  PARTICIPATING  OFFICERS, 
BECAUSE  DEFENDANT  HAS  BEEN  ENGAGED  IN 
DELIBERATE  AND  PLANNED  UNFAIR  COMPETI- 
TION AND  TRADEMARK  INFRINGEMENT,  AND  BE- 
CAUSE THERE  HAS  BEEN  NO  RELIANCE,  DETRI- 
MENT, OR  CHANGE  OF  POSITIONS  ON  THE  PART 
OF  DEFENDANT. 

On  the  issue  of  laches  the  court  said, 

"The  record  shows  that  in  April,  1957,  Harley  A. 
Friend  was  made  aware  that  a  law  firm  in  Seattle 


"  Richard  Friend's  deposition,  XBH  p  52  L  11-22,  p  54 
L  14-55  L  8,  p  55  L  22-24  received  evidence  RT  449  L  21- 
RT  450). 

Wm.  Friend,  secretary  of  plaintiff,  testified  that  he 
assumed  that  Wilber  would  go  into  the  wholesale  busi- 
ness in  California  (RT  545,  1  6-8). 
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was   "taken   in"  by   Wilber's   course   of   conduct  i! 
seeking  to  create  the  hereinabove  described  confusio 
concerning   the   relationships   between   the   Zion   an 
Pasadena  companies."  However,  he  took  no   actio 


15  rjij^p  court's  reference  was  to  an  exchange  of  coi 
respondence  with  the  firm  of  Lycette,  Diamond  an 
Sylvester  of  Seattle,  Washington  which  had  been  fo 
many  years,  prior  to  February  1951,  a  customer  of  H.  A 
Friend  &  Company.  After  a  routine  sales  follow  up  lette 
was  written  by  H.  A.  Friend  &  Company,  the  Lycett 
firm,  bv  Mr.  Zinn,  answered  as  follows  (Zinn  depn.  exli 
3)   (TX  234): 

We  have  your  letter  of  March  29th  in  which  yoDJ 
state  that  your  file  card  on  engraved  stationer 
indicates  that  we  have  not  purchased  any  stationer 
from  you  since  February,  1951. 

As  I  recall  it,  it  was  along  about  that  time  thaa 
we  received  a  letter  advising  of  the  opening  of  an: 
office  at  55  West  Green  St.,  Pasadena,  California,  fooj 
the  purpose  of  better  enabling  you  to  serve  youii 
west  coast  customers  and  suggesting  that  we  ente? 
our  future  orders  through  that  office. 

Since  the  Pasadena  plant  was  opened  we  hav<' 
been  ordering  all  of  our  requirements  from  tha 
plant. 

In    referring   back    to    our    files,    I    note    that   thdij 

name  of  the  company  in  Pasadena  is  "Friend  &  Com'i' 

pany"  whereas  your  Zion  firm  is  known  as  "H.  A\ 

Friend  &   Company".   Perhaps   we  became   confuseci 

in  thinking  the  two  comjDanies  were  one  and  the  samei' 

Are  we  correct  in  assuming  that  the  Pasadena  firm 

is  an  affiliate  of  yours  or  a  branch  of  your  companyl 

The  letter  was  intercepted  by  Mr.  H.  A.  Friend  who  was 

then    inactive    in   the   management    of    the   business    due 

to  ill  health   and   only  briefly  made  appearances   at   thd 

offices  of  H.   A.   Friend  &   Company   (RT.   534  1   19-24). i 

Mr.  H.  A.  Friend  wrote  the  following  letter  in  response 

to  the  Lycette  firm   (Zinn  depn.   exh.   2).    (The  parts  in 

italics  are  the  parts  omitted  in  appellant's  partial  quote 

of  this  letter  on  pages  24  and  25  of  appellant's  brief) : 

We   are   in   receipt   of  your   nice   letter   of   the   3rd, 

and  we  are  sorry  to  know  any  firm  would  follow  such 
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with  respect  to  the  matter  prior  to  his  death  two 
years  later,  nor  did  he  inform  his  other  sons,  who 
were  his  partners,  concerning  it.'®  Perhaps  such  in- 
action stemmed  from  a  father's  natural  reluctance 
to  conclude  the  worst  concerning  his  son,  or  from 
his  hope  that  the  incident  reported  to  him  had  been 
an  isolated  one.  In  any  event,  the  iirst  knowledge 
that  Richard,  Howard  or  William  had  of  Wilber's 
fraudulent  conduct  was  in  August,  1962,  when  William 
went  to  Albuquerque,  New  Mexico,  on  a  sales  pro- 

"  (Continued) 

a  line  of  duplicity,  however,  several  other  customers 
of  ours  on  the  coast  write  us  in  this  same  manner. 
This  boy  is  my  oldest  son  and  was  connected  with 
this  business  in  Zion  but  now  has  no  connection  with 
H.  A.  FRIEND  S  COMPANY  in  any  manner.  In 
fact,  I  was  compelled  to  expell  him  from  this  business 
because  of  his  misconduct. 

We    greatly    appreciate    your    letter    giving    us    this 
information  and  assure  you,  you  will  never  get  any- 
thing from  this  office  but  truth  and  honesty. 
We  would  be  pleased  to  take  care  of  your  needs  again 
if  you  so  desire. 

"  At  the  time  Mr.  Friend  wrote  this  letter,  he  was  a 
very  sick  man  and  his  condition  steadily  deteriorated 
until  he  died  two  years  later  at  the  age  of  74.  This  is 
shown  by  Wilber  Friend's  own  testimony  (RT  395,  1  9- 
396,  1  1)  quoted  from  a  letter  to  him  from  his  father, 
H.  A.  Friend  on  December  26,  1954,  several  years  before 
the  above  exchange  of  correspondence.    The  letter  read: 

"My  dear  boy  Wilber: 

Well,  I  feel  like  I  can  write  some  today.  My  nerves 

have   quieted    down   and   I   do    feel    some    improved. 

I   received  the   letters   you  wrote   to   me   in   Kansas 

City.  Lucey  would  read  them  to  me,  but  I  was   so 

sick,  I  could  not  understand." 
Later  Wilber  Friend  was  asked  (TR  509,  1  12) : 

"Q.     Was  your  father  in   ill  health  before  he  died, 

or  did  he  die  suddenly? 

A.     I  believe  he  was  in  ill  health  all  through  the 

years  with  increasing  severity." 
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motion  trip  and  saw  the  defendants'  catalogue  in  a 
law'yer's  office."  " 


'"  (Continued) 

Tf  H.  A.  Friend  was  in  poor  health  as  described  in  the 
December,  1954  letter  quoted  above,  he  was  very  ill  indeed 
in  the  last  two  vears  of  his  life.  William  testified  (RT 
534  L  19) : 

"Q.     Several  years  prior  to  his  death  in   1959,  was 
your  father  active  in  the  business? 
A.     Not  too  much.  He  was  a  diabetic,   and  he  had 
a  bad  heart,  and  he  would  only  come  into  the  office 
and  look  over  generally  the  mail  in  the  morning  andli 
maybe  come  back  in  a  little  while  in  the  afternoon." 

^'  William    Friend    testified    that    the    first    knowledge 
which  the  present  management  of  H.  A.  Friend  &  Com-  ■ 
pany    obtained    regarding    the    activities    of    defendant  t 
came  when  the  witness,  William  Friend,  went  on  a  trip  si 
west.    He  saw  for  the  first  time  one  of  Wilber  Friend's s 
1962    catalogs,    and    he    talked    to    former    customers    off] 
H.  A.  Friend  &   Company,  who  had  been   deceived  andl 
who  were  doing  business  with  defendant.   (RT  531  1  13) ) 
Prior    to    that    time    Plaintiff's    present    officers   believed! 
that  defendant  was  solely  in  the  wholesale  paper  business 
in   Pasadena,   California   under   the   name   Friend   Paper 
Company.  (RT  397,  1  10-14,  545  1  6-546)  j 

Defendant   claims   that    some   idea   of   what   defendant  t, 
was  up  to  resulted  when  one  of  the  brothers,  Howard, 
visited  defendant's  establishment  in  1956.  Defendant  con- 
tends that  Howard  Friend  "must  have   seen"  the   name 
on    the    door,    "Friend   &    Company,    AVliolesale    Paper". 
However,  defendant  never  took  the  testimony  of  Howard  l| 
Friend    in    order    to    bolster    its    affirmative    defense    of ''' 
"laches,   acquiescence   and   estoppel",   although   defendant 
took   testimony   of    other   witnesses    in    plaintiff's    offices 
in  Zion,  Illinois  when  Howard  was  present.  William  tes- 
tified  that   Howard   mentioned   nothing   of   interest   per- 
taining to  Wilber's  business.  (RT  543,  1  14-22,  546  1  14-24) 
Timely  and  vigorous  action  was  taken  in  1963  after  the 
nature  of  defendant's   retail   activities  were   revealed  to 
plaintiff. 
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"The  plaintiff  sent  to  the  defendants  a  demand  for 
discontinuance  on  August  28,  1963,  and  after  con- 
siderable subsequent  correspondence,  the  plaintiff 
caused  a  complaint  to  be  filed  in  the  United  States 
District  Court  for  the  Eastern  District  of  Illinois 
late  in  1963  or  early  in  1964.  Wilber  thereupon 
persuaded  that  Court  that  neither  he  nor  his  company 
had  been  doing  business  in  Illinois  since  1949(!). 
The  complaint  was  therefore  dismissed,  and  the 
present  action  was  filed  promptly  thereafter.^® 

The  record  is  very  clear  that  Wilber  Friend  maintained 
his  rights  to  use  "Friend"  as  a  trademark  and  watermark 
for  paper  from  the  beginning  of  his  operations  in  Cali- 
fornia on  the  distorted  and  perverted  reasoning  advanced 
as  defenses  in  this  case  and  was  undeterred  by  anything 
part  of  plaintiff.  In  a  letter  of  June  13,  1952,  after  a 
question  was  raised  by  Gilbert  as  to  Wilber's  right  to  use 
"Friend"  as  a  trademark  (RT499,  exh.  420,  L.18),  defen- 
dant stated  to  Gilbert,  (RT501  L.5)  "We  intend  to  con- 
tinue using  this  terminology.  We  have  no  real  objection 
to  H.  A.  Friend  &  Company  using  it  also."  At  the  trial, 
(RT501  L8)  Wilber  Friend  was  asked: 

"Were  you  at  that  time  convinced  that  you  had 
rights  to  use  'Friend'  as  a  brand  name?" 

and  his  answer  was: 

"Yes." 

The  aforementioned  letter  to  Gilbert  concluded  with  de- 
fendant's affirmation  of  his  position  wherein  he  said: 

"My  name  happens  to  bo  Friend,  and  I  intend  to  con- 
tinue it  regardless  of  anyone  else  in  the  business  of 
that  same  name." 


^*  Defendant  never  knew  of  the  correspondence  with 
the  Lycette  firm  or  with  anyone  else  until  the  Lycette 
firm's  letter  was  filed  with  deposition  of  Mr.  Zinn  some 
time  after  August,  1965  and  could  therefore  not  have 
relied  on  any  of  the  statements  nor  changed  its  position 
in  reliance  on  them. 
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Defendant  went  on  to  testify  (RT501,  1  19)  referring  to 
the  above: 

"A.     Yes.    I  intended   to   continue   using   it   for   the 

reasons  I  stated. 

Q.    Whether  or  not  anybody  objected  to  it? 

A.    Well,    I    wasn't    going    to    go    off    the    name    of 

Friend  because  somebody  objected  to  it." 

Defendant's  dogged  but  baseless  determination  to  use 
and  continue  using  "Friend"  regardless  of  the  action  or 
inaction  of  others  is  shown  by  the  above  testimony.  A 
similar  determination  with  respect  to  Barrister  Bond  is 
shown  by  defendant's  continued  use  even  after  Gilbert 
refused  to  go  through  with  an  assignment  of  that  mark. 
(X  414-418)  Defendant's  conduct  with  respect  to  both  of 
these  marks  clearly  negates  any  claim  of  reliance  on  his 
part. 

The  refusal  of  Gilbert  to  sell  "Barrister  Bond"  water- 
marked paper  to  defendant  left  only  one  conclusion  in 
the  mind  of  H.  A.  Friend  &  Company  and  Gilbert — that 
Wilber  had,  through  misrepresentation,  sought  to  acquire 
rights  to  "Barrister  Bond"  in  order  to  force  H.  A.  Friend 
to  buy  this  paper  from  him,  the  misrepresentations  had 
been  discovered  and  Wilber's  attempt  frustrated.  The 
whole  skirmish  ended  with  Wilber  receiving  nothing  and 
H.  A.  Friend  could  readily  have  concluded  that  the  matter 
had  been  settled,  finally  and  successfully,  from  the  stand-^ 
point  of  H.  A.  Friend  &  Company.  (DX  N  1  3)  ■| 

In  its  brief,  page  19,  appellant  refers  to  the  fact  that 
from  the  beginning  Wilber  Friend  had  a  plan  "to  go  into 
the  retail  stationery  business".    The  brief  states; 

"Wilber  Friend,  while  continuing  to  operate  the 
Friend  Paper  Company,  carried  out  his  plan  in  1949 
to   start   up   a   retail    stationery   business   similar   to 
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that  of  H,  A.  Friend  &  Company,  on  the  west  coast, 
that  is,  the  13  far  western  states  plus  western  Texas, 
as  he  had  previously  informed  his  father."  (emphasis 
supplied) 

'here  is  no  support  for  nor  does  appellant's  brief  refer 
3  any  support  for  the  latter  statement  about  informing 
is  father  other  than  Wilber's  testimony,  which  Judge 
[•ray  characterized  as  "unbelievable."  As  previously  re- 
erred  to,  H.  A.  Friend  called  Wilber's  actions  with 
aspect  to  obtaining  business  from  H.  A.  Friend's  cus- 
Dmer  Lycette,  Diamond  &  Sylvester  of  Seattle,  Wash- 
igton,  "duplicity"  and  lack  of  "truth  and  honesty".  The 
ecord  supports  the  inference  that  Wilber's  "plan"  to 
tart  up  a  retail  business  was  done  under  the  smoke 
ereen  of  Friend  Paper  Company's  wholesale  operations, 
ut  it  was,  as  stated  in  appellant's  brief,  a  "Plan", 

VIII.  THE  FINDINGS  BY  THE  DISTRICT  COURT 
>F  FRAUDULENT  UNFAIR  TRADE  PRACTICES, 
V^ILLFUL  TRADEMARK  INFRINGEMENT,  AND  A 
lONSISTENT  DESIGN  BY  DEFENDANT  TO  TRADE 
m  THE  GOODWILL  OF  PLAINTIFF  ARE  ABUN- 
)ANTLY  SUPPORTED  BY  THE  RECORD,  AND 
'HERE  IS  NO  CREDIBLE  EVIDENCE  TO  DISPUTE 
:H0SE  FINDINGS. 

The  record  shows  that  plaintiff  has  used  the  company 
ame,  H.  A.  Friend  &  Company,  since  prior  to  1920,  and 
hat  defendant  adopted  the  company  name.  Friend  & 
Jompany,  with  full  knowledge  of  plaintiff's  prior  usage 
nd  in  direct  competition  with  plaintiff.  The  record  also 
hows  that  defendant  called  itself,  "Western  Division" 
rhen  it  had  no  place  of  business  except  in  Pasadena, 
California;  and  that  defendant  made  oral  and  written 
nnouncements  to  plaintiff's  customers  in  the  western 
tates  which  indicated  that  plaintiff  had  opened  a  west 
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coast  branch  and  that  the  customers  should  send  future 
orders  to  the  Pasadena  office,  to  "expedite"  orders  anc 
save  on  freight  charges.  The  record  shows  further  thai 
defendant  used  the  slogans  "since  1908",  "serving  th^ 
legal  profession  in  every  state  since  1908",  "The  Frienc 
organization  has  served  the  legal  profession  nationwide 
with  quality  products  for  50  years",  all  of  which  slogans 
applied  properly  to  plaintiff,  hut  not  to  defendant;  thai 
defendant  used  maps  in  its  catalogs  which  showed  "gen| 
eral  offices"  at  the  place  of  business  of  plaintiff;  anc 
that  defendant  told  customers  who  were  confused  abou| 
the  relationship  of  plaintiff  and  defendant  that  defendant 
would  "get  your  engraving  die  from  our  Zion  office"; 
that  defendant  used  identical  trademarks  and  watermarks 
to  plaintiff  on  identical  goods  with  identical  styles  oi 
lettering;  and  that  defendant  made  numerous  rcpresenta-j 
tions  to  customers  which  were  shown  by  the  undisputec 
testimony  of  over  a  dozen  confusion  witnesses,  all  in-j 
tended  to  trade  on  plaintiff's  goodwill. 

Defendant's  business  in  California  was  built  on 
planned  program  of  continuous  and  systematic  unfaii 
trade  practices,  from  the  time  defendant  started  busines^ 
in  California  in  the  1950's  through  the  time  of  the  triall 

Defendant's  own  counsel  admitted,  during  the  final 
arguments  at  the  conclusion  of  the  trial  regarding  defen-j 
dant's  business  activities  in  California;  "I  think  the  name 
and  the  literature  creates  confusion.  I  would  not  den] 
it."   (RT  593,  L  21,  22). 

Despite  the  clear  showing  of  willful  infringement  anc 
unfair  competition  by  defendant,  Wilber  H.  Friend,  anc 
despite  the  characterization  of  the  testimony  of  defen^ 
dant  as  "unbelievable"  by  the  District  Court,  the  essenc^ 
of  appellant's  brief  is  a  challenge  of  the  findings  of  th^ 
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District  Court  on  the  basis  of  this  "unbelievable"  testi- 
mony of  defendant. 

The  trial  court  made  its  finding  based,  not  on  the 
unsatisfactory  (RT  579  L  20,  21)  testimony  of  Wilber 
Friend,  but  on  testimony  of  William  Friend,  voluminous 
documentary  evidence,  such  as  the  letters  between  Gilbert 
and  the  respective  parties,  on  depositions  of  witnesses 
such  as  Sclunerin  and  Ashton,  which  support  the  findings 
of  the  court  and  contradict  the  testimony  of  Wilber  Friend 
and  the  arguments  of  appellant  in  its  brief,  which  are 
based  on  Wilber  Friend's  testimony.  Wilber  Friend  con- 
tradicted himself;  for  example  in  early  1964  he  filed  an 
affidavit  in  the  Chicago  case  supporting  his  motion  to 
dismiss  for  lack  of  personal  jurisdiction  saying  he  (or 
defendant)  had  no  place  of  business  and  conducted  no 
business  in  Illinois.  Throughout  the  trial  he  testified 
that  he  had  a  place  of  business  in  Illinois  since  that  is 
the  only  way  he  could  attempt  to  justify  his  use  of 
"western  division"  and  many  other  of  his  fraudulent  acts. 

This  court  has  held  that  it  does  not  sit  to  retry  the 
factual  issues  Bloom  v.  U.S.,  1959,  272  F2d  215,  223 ;  that 
the  burden  is  on  him  who  attacks  a  finding  to  show  that  it 
is  clearly  wrong  Grace  Bros.  v.  C.I.R.,  1949  173  F2d  170 ; 
and  that  the  "clearly  erroneous"  rule  applies  even  to 
inferences  drawn  from  documents  or  undisputed  facts, 
Snider  v.  England,  1967  374  F2d  717,  720,  Cf.  Lungren  v. 
Freeman,  1962  307  F2d  104. 

Appellant  suggests  [Br  p  40]  that  some  other  standards 
apply — that  "A  finding  of  the  District  Court  should  be 
reversed  and  set  aside  where  there  is  no  substantial  evi- 
dence to  support  it,  or  where  it  is  clear  that  a  mistake 
has  been  committed"  citing  Lassiter  v.  Guy  F.  Atkinson 
Co.,  176  F2d  984,  993.  This  case  doesn't  quite  say  what 
appellant  attributes  to  it.    The  opinion  states  (at  p  993) 
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"If   on   the   entire   evidence,   we   are   'left   with  a 
definite  and  firm  conviction  that  a  mistake  has  been  ij 
committed'  it  is  our  duty  to  reverse  the  finding." 

Appellant  states  also,  on  page  40  of  his  brief  that  a  i 
finding  of  a  District  Court  should  be  reversed  where  "it 
is  against  the  clear  weight  of  the  evidence"  citing  Cleo  jj 
Syrup  Corp.  v.  Coca-Cola  Co.,  139  F2d  416,  417  (CA  8,  J 
1943).  Again  the  court's  decision  reads  somewhat  differ- 
ent from  appellant's  summary  of  what  the  court  said.  . 
The  decision  in  the  Cleo  case  read  (p.  417-418) 

Whether  the  present  dress  or  make-up  of  the  trade 
name  "Cleo  Cola"  renders  that  trade  name  so  similar 
to  the  trademark  "Coca-Cola"  that  the  former  de- 
ceives, or  will  probably  deceive,  purchasers  and  cause 
them  to  buy  the  product  of  the  defendant  in  the 
belief  that  it  is  the  product  of  the  plaintiff,  is  a 
question  of  fact.  The  District  Court,  which  was  the 
trier  of  the  facts,  has  determined  that  issue  in  favor 
of  the  plaintiff.  This  Court,  upon  review,  will  not 
retry  issues  of  fact  or  substitute  its  judgment  with  i 
respect  to  such  issues  for  that  of  the  trial  court.  . 
(citing  cases)  The  power  of  a  trial  court  to  decide 
doubtful  issues  of  fact  is  not  limited  to  deciding 
them  correctly,  (citing  cases)  In  a  non-jury  case, 
this  Court  may  not  set  aside  a  finding  of  fact  of  a 
trial  court  unless  there  is  no  substantial  evidence  to 
sustain  it,  unless  it  is  against  the  clear  weight  of 
the  evidence,  or  unless  it  was  induced  by  an  erro- 
neous view  of  the  law.  (citing  cases)  *  *  *  in  deter- 
ming  whether  there  is  a  sufficient  evidentiary  basis 
for  the  court's  findings  of  fact,  we  must  take  that 
view  of  the  evidence  and  the  inferences  dedueible 
therefrom  which  is  most  favorable  to  the  plaintiff. 

The  "whole  record"  here  supports  the  District  Court's 
decision.  Audio  Fidelity  Inc.  v.  High  Fidelity  Recordings, 
Inc.,  9th  Cir.  1960  283  F2d  551,  557,  558. 
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The  interest  of  the  law,  as  stated  by  the  Trial  Court  and 
'  this  court  on  many  occasions,  is  to  protect  legitimate 
mpetitors  from  fraud  and  unfair  trade  practices  and 
protect  the  purchasing  public  from  deceit.  Appellant's 
ief,  on  the  other  hand,  is  directed  entirely  at  challeng- 
g  plaintiff's  "ownership"  of  certain  "rights".  As  Pro- 
ssor  Gobel  stated  in  his  article  entitled  "Where  and 
liat  a  Trademark  Protects",  22  111.  Law  Review,  379, 
is  puts  "tlie  cart  before  the  horse."  "If  the  plaintiff 
ns  he  has  a  property  interest,  but  if  he  loses  he 
les  not  have  such  an  interest.  If  he  gets  judgment  the 
urt  thereby  establishes  his  right  that  the  defendant 
all  not  do  the  act  complained  of."  While  plaintiff's 
jhts  in  the  name  H.  A.  Friend  &  Company  and  the  busi- 
ss  goodwill  associated  therewith,  and  in  the  trademarks 
I'riend's",  "Barrister  Bond"  and  "Banner"  and  the 
gistrations  for  "Friend's",  and  "Barrister  Bond"  are 
;arly  shown  by  the  evidence,  an  independent  answer  to 
e  contentions  of  defendant's  brief  is  that  in  protecting 
mpetition  and  the  public  from  fraud,  a  court  will  uphold 
jhts  of  a  plaintiff.  As  the  California  Supreme  Court 
ited  in  American  Philatelic  Society  v.  Claibourne,  3 
il.  2nd  289,  46  P.  2nd  135,  140,   (1935); 

"It  is  to  be  borne  in  mind  that  the  rules  of  unfair 
competition  are  based  not  alone  upon  the  protection 
of  a  property  right  existing  in  the  complaintants, 
but  also  upon  the  right  of  the  public  to  protection 
from  fraud  and  deceit," 

*  *  *  When  a  scheme  is  evolved  which  on  its  face 
violates  the  fundamental  rules  of  honesty  and  fair 
dealing,  a  court  of  equity  is  not  impotent  to  frus- 
trate its  consummation  because  the  scheme  is  an 
original  one.  There  is  a  maxim  as  old  as  law  that 
there  can  be  no  right  without  a  remedy  and  in  search- 
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ing  for  a  precise  precedent,  an  equity  court  must  ndH 
lose  sight,  not  only  of  its  power,  but  of  its  duty  tf 
arrive  at  a  just  solution  of  the  problem" 

Trademark  and  Unfair  competition  laws  are  designt 
to  protect  the  public  from  confusion  and  deception,  j 
well  as  to  protect  legitimate  business.  Stork  Restauravi 
Inc.  V.  Sahati,  166  F.2d  348  at  363  (9  Cir.  1948).  Ai 
attempt  by  a  defendant  to  trade  on  the  name  or  businea 
reputation  of  another,  where  confusion  or  deception  oi 
the  public  results  or  is  likely  to  result,  is  unfair  competS 
tion  under  California  law.  California  Civil  Code,  Sectioii 
3369;  People  v.  National  Research  Co.  of  Col.,  133  USPC 
413  (Cal.  Dist.  Ct.  of  App.  1962) ;  Metro-Goldwyn-Mayei 
Inc.  V.  Lee,  137  USPQ  573  (Cal.  Ct.  of  App.  1963). 

Defendant's  own  efforts  to  trade  on  the  reputation  o|g 
plaintiff  is  clear  evidence  that  plaintiff's  rights  have  beeE 
established,  for  copying  of  a  trademark,  trade  name,  od 
dress  of  goods  of  a  prior  user,  constitutes  proof: 

(a)  That  the  mark,  name  or  dress  identifies  tha 
prior  user  as  the  source  of  the  goods  to  the  buying 
public.  Audio  Fidelity,  Inc.  v.  High  Fidelity  Recorek 
ings.  Inc.,  283  F.2d  551,  127  USPQ  306  (9th  Ciri 
1960) ;  and 

(b)  That  the  purchasers  will  be  confused.  Nm 
tional  Lead  Co.  v.  Wolfe,  223  F.2d  195,  (9th  Ciil 
1955). 

Thus,  defendant's  contention  that  plaintiff  has  mi 
"rights"  which  can  be  protected  by  the  District  Court 
is  refuted  by  defendant's  own  conduct  and  by  the  cleaai 
and  abundant  evidence  of  consumer  confusion.  Evidence 
of  actual  confusion,  along  mth  evidence  of  prior  use,  iiii 
proof  that  customers  associate  a  mark  or  name  with  ii 
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lource  of  goods,  that  is,  the  existonce  of  "secondary 
Qeaning."  Little  Tavern  Shops  v.  Davis,  116  F.2d  903  at 
106,  48  USPQ  161  (4th  Cir.,  1941) ;  National  Lead  Co.  v. 
¥olfe,  (9th  Cir.)  223  F.2d  195,  105  USPQ  623.  It  is 
txiomatic  that  identification  of  plaintiff's  name  as  source 
•f  the  goods  must  exist  in  the  mind  of  the  purchaser 
lefore  confusion,  that  is,  misidentification,  can  occur  as 
I  result  of  defendant's  activities. 

IX.  WHERE  DEFENDANT  ENGAGED  IN  FALSE 
ADVERTISING  AND  SUBSTITUTION  OF  INFERIOR 
JOODS  SUCH  CONDUCT  SHOULD  BE  ENJOINED 
AND  DAMAGES  AND  PROFITS  AWARDED  UNDER 
.5  U.S.C.  1125(a)  OR  UNDER  CALIFORNIA  LAW  OF 
JNFAIR  COMPETITION. 

In  L'Aiglon  Apparel  v.  Lana  Lohell,  Inc.,  214  F.2d  649, 
3  Cir.,  1954),  the  court  held  that  in  15  U.S.C.  1125(a) 
Congress  had  defined  a  "statutory  civil  wrong"  creating 
lability  for  false  representation  of  goods.  See  Maternally 
'ours  V.  Your  Maternity  Shop,  234  F.2d  538  (2  Cir., 
955);  Gold  Seal  Co.  v.  Weeks,  129  F.Supp.  928  DDC 
955,  aff'd  per  curiam  sub.  nom. ;  S.  C.  Johnson  S  Son, 
nc.  V.  Gold  Seal  Co.,  230  F.2d  832,  DC  Cir.,  1956;  Park- 
my  Baking  Co.  v.  Freihofer  Bakvng  Co.,  255  F.2d  641, 
3  Cir.,  1958) ;  Federal-Mogul-Bower  Bearings  Inc.  v. 
izoff,  313  F.2d  405,  136  USPQ  500  (6th  Cir.  1963) ;  Glenn 
.  Advertising  Publications  Inc.,  251  F.SupjD.  889,  148 
JSPQ  645  (S.D.  N.Y.  1966);  Mutation  Mink  Breeders  v. 
Mu  Neirenherg  Corp.,  23  F.R.D.  155,  120  USPQ  270  (S.D. 
LY.  1949). 

On  remand  in  the  L'Aiglon  case  the  District  Court 
warded  damges  in  the  amount  of  $17,500  for  the  false 
epresentation  under  15  U.S.C.  1125(a).  Compare  Mon- 
amto  v.  Perfect  Fit  Prods.,  349  F.2d  389,  146  USPQ  512. 
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Injunctive  relief  and  a  monetary  award  for  false  reprei 
sentation  and  false  advertising  may  be  predicated  on  tht 
common  law  apart  from  the  statute.  Restatement  of  Tork 
section  761,  Besse  v.  Grossman,  Cal.  App.  313  P.  2d  62?! 
629  (1957),  McCord  v.  Plotnick,  108  Cal.  App.  2d  3951 
239  P.  2d  32  (1951). 

The  appellant  however,  contends  that  there  was  ni 
passing  oiT  in  connection  with  its  paper  cheating  an<j 
therefore  that  neither  an  injunction  nor  monetary  awarv 
is  permissible  under  the  Lanham  Act  or  the  law  of  m\\ 
fair  competion.  That  this  contention  is  erroneous  i 
clearly  demonstrated  by  the  record  and  the  findings  o 
the  district  judge.  However,  even  if  there  were  no  pass' 
ing  off,  the  award  should  be  sustained. 

It  is  true  that  this  court,  in  dictum  in  Chamherlam  \ 
Columbia  Pictures,  186  F.2d  923    (9   Cir.,   1951)    statec^ 
passing   off  was   necessary   to   invoke   15   USC   1125 (a))i 
However  this  court  found  in  the  Chamherlain  case  thai 
plaintiff   did   not   have   exclusive   rights   which   were  th! 
basis   for   her   claim    and    was    not   in    competition   witV 
defendant.    Accordingly,  the  issue  of  passing  oi¥,  sale  o 
defendant's  product  as  plaintiff's   could  not  have   arise: 
and  therefore  any  statement  referring  to  passing  otf  wa 
dicta. 

The  dicta  in  the  Chamherlain  case  is  inconsistent  witj 
this  court's  decision  in  the  Brooks  Bros,  case  158  F.2d  79fi; 
72  USPQ  66,  affirming  per  curium  and  adopting  as  itii| 
own  the  District  Court's  opinion.  Brooks  Bros.  v.  Broohf] 
Clothing  of  Californiu,  Inc.,  60  F.Supp.  442,  65  USPQ  30tfj 
and   the   decision   of   the   California    Supreme    Court  i:  i 
American  Philatelic  Society  v,  Claiborne,  3  Cal.  2d  28J" 
46  P.2d  135.   The  Brooks  decision  says  60  F.Supp.  at  45] 
that  proving  passing  off  is  not  necessary  in  unfair  com 
petition  cases,  citing  a  U.S.  Supreme  Court  case  as  prin 
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ciple  authority  for  this  proposition.  In  the  American 
Philatelic  case  the  court  held  that  non-competitors  of 
defendant  had  standing  to  bring  an  action  to  stop  de- 
fendant from  altering  and  selling  spurious  stamps,  thus 
necessarily  holding  that  proving  passing  off  is  not  re- 
quired in  so-called  "unfair  competition"  cases. 

Since  CJmmherlain,  other  circuits,  in  fully  reasoned 
opinions  on  the  merits  have  rejected  the  passing  off  re- 
:juirement,  Federal-Mogul-Bower  Bearings  v.  Azoff,  313 
P.2d  405  (6  Cir.,  1963) ;  UAiglon  Apparel  v.  Lana  Lohell, 
Inc.,  214  F.2d  649,  (3  Cir.,  1954) ;  Gold  Seal  Co.  v.  Weeks, 
129  F.Supp.  928  (DCC  1955);  affirmed  per  curiam,  sub. 
ttom.  S.  C.  Johnson  S  Sons,  Inc.  v.  Gold  Seal  Co.,  230  F.2d 
332,  (D.C.  Cir.,  1956);  as  have  several  District  Courts: 
Norivich  Pharmical  Co.  v.  Hofmann-La  Roche,  Inc.,  180 
P.Supp.  222,  (D.  N.J.,  1960) ;  Smith-Victor  Corp.  v.  Syl- 
vania  Electric  Prodncts,  hw.,  242  F.Supp.  302,  (N.D.  111., 
L965) ;  Mutation  Mink  Breeders  Ass'n  v.  Lou  Nierenherg 
Corp.,  23  F.R.D.  155,  (S.D.  N.Y.,  1959). 

As  Judge  Learned  Hand  pointed  out  in  Ely-Norris 
Safe  Co.  V.  Mosler  Safe  Co.,  7  F2d  603,  (2  Cir.,  1925)  at 
page  604, 

"there  is  no  part  of  the  law  which  is  more  plastic 
than  the  law  of  unfair  competition,  and  what  was  not 
reckoned  an  actionable  wrong  25  years  ago  may 
have  become  such  today." 

[n  view  of  these  developments,  appellee  respectfully 
mbmits  that  the  dictum  of  the  Chamberlain  case  should 
lot  be  followed.  The  Chamberlain  case  does  nothing  but 
iiscourage  honest  competitors  from  bringing  actions  to 
stop  fraud  and  deception. 
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X.  A  COURT  MAY  DETERMINE  THE  AMOUNT 
OF  DAMAGES  BY  REASONABLE  APPROXIMATION 
FROM  EVIDENCE  IN  THE  RECORD  ONCE  THE 
FACT  OF  DAMAGE  IS  ESTABLISHED.  i 

The  fact  of  damage  resulting  from  all  of  defendant's! 
unfair  trade  practices  is  clearly  shown  by  the  record,! 
Defendant  took  customers  away  from  plaintiff  usingi 
plaintiff's  trade  made  and  trademarks  and  misrepresent 
ing  that  he  was  a  West  Coast  branch  of  plaintiff.  Hd 
was  aided  in  this  by  his  being  able  to  hold  himself  ouli 
as  offering  his  goods  at  lower  prices  made  possible  bj) 
his  substitution  of  inferior  grades  of  paper. 

Plaintiff  need  show  only  a  reasonable  approximation) 
to  support  an  award  of  damages.  In  Universal  Picturei.( 
Co.  V.  Harold  Lloyd  Corporation,  162  F.2d  354  (CA  9,1 
1947)  at  page  368,  a  copyright  case,  the  court  stated: 

"In  Story  Parchment  Co.  v.  Paterson  Parchmeniti 
Paper  Co.,  282  U.S.  555,  562,  563,  51  S.Ct.  248,  250; 
75  L.  Ed.  544,  it  is  said:  It  is  true  that  there  wasi 
uncertainty  as  to  the  extent  of  the  damage,  but  there 
was  none  as  to  the  fact  of  damage  *  *  *.  The  rule  I 
which  precludes  the  recovery  of  uncertain  damages'! 
applies  to  such  as  are  not  the  certain  result  of  thei 
wrong,  not  to  those  damages  which  are  definiteljli 
attributable  to  the  wrong  and  only  uncertain  ini; 
respect  of  their  amount.  *  *  *.  In  such  case,  whilel! 
the  damages  may  not  be  determined  by  mere  specula-ii 
tion  or  guess,  it  will  be  enough  if  the  evidence  show&| 
the  extent  of  the  damages  as  a  matter  of  just  andi, 
reasonable  inference,  although  the  result  by  onlyl, 
approximate.  The  wrongdoer  is  not  entitled  to  com-ii 
plain  that  they  cannot  be  measured  with  the  exact-lj 
ness  and  precision  that  would  be  possible  if  the  case 
which  he  alone  is  responsible  for  making,  were  other-i 
wise. 

See  Bigelow  v.  RKO  Radio  Pictures,  Inc.,  327  U.S> 
251,  66  S.  Ct.  574,  580,  90  L.  Ed.  652,  in  which  it  isi 
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said:  The  most  elementary  conceptions  of  justice 
and  public  policy  require  that  the  wrongdoer  shall 
bear  the  risk  of  the  uncertainty  which  his  own  wrong 
was  created  *  *  *. 

The  constant  tendency  of  the  courts  is  to  find 
some  way  in  which  damages  can  be  awarded  where 
a  wrong  has  been  done.  Difficulty  of  ascertainment 
is  no  longer  confused  with  right  of  recovery  for  a 
proven  invasion  of  the  plaintiff's  rights."  [Cases 
cited] 

In  Eastman  Kodak  Company  v.  Southern  Photo  Ma- 
zrials  Company,  273  U.S.  359,  the  Supreme  Court  held 
t  page  378: 

"Damages  are  not  rendered  uncertain  because  they 
cannot  be  calculated  with  absolute  exactness.  It  is 
sufficient  if  a  reasonable  basis  of  computation  is 
afforded,  although  the  result  be  only  approximate. 
This,  we  think,  was  a  correct  statement  of  the  appli- 
cable rules  of  law.  Furthermore,  a  defendant  whose 
wrongful  conduct  has  rendered  difficult  the  ascertain- 
ment of  the  precise  amount  is  not  entitled  to  com- 
plain that  they  cannot  be  measured  with  the  same 
exactness  and  precision  as  would  otherwise  be  pos- 
sible." 

The  record  here  has  ledger  sheets  and  correspondence 
elating  to  orders  of  customers  who  bought  from  both 
laintiff  and,  after  being  confused,  from  defendant,  from 
'hich  the  court  could  readily  estimate  plaintiff's  damages, 
ee  Maier  Brewing  v.  Fleischmann  Distilling,  390  F,2d 
17. 
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XI.  THE  DISTRICT  COURT'S  FINDING  THAT  THHl 
EQUITABLE  DOCTRINES  OF  LACHES,  ACQUIES. 
CENCE  AND  ESTOPPEL  DO  NOT  PROTECT  DEFENF 
DANT  FROM  AN  AWARD  OF  INJUNCTIVE  RELIEF, 
AND  MONETARY  RECOVERY  CAN  NOT  BE  CALLEE 
A  CLEAR  ABUSE  OF  DISCRETION. 

In  trademark  and  unfair  competition  suits,  the  defenseal 
of  estoppel  requires  proof  of  actual  knowledge  by  thm 
plaintiff  of  the  infringer's  activities,  deliberate  silences 
as  to  these  activities  by  the  plaintiff,  an  absence  of' 
knowledge  by  the  infringer  of  the  right  of  the  plaintiff!^ 
innocent  reliance  by  the  infringer  on  the  silence  of  th€i 
plaintiff,  and  a  prejudicial  change  of  position  by  thei 
infringer  based  on  said  innocent  reliance.  Parker  y.\ 
Sager,  174  F.2d  657  at  660  (DC  Cir.  1949) ;  National  Leadi 
Co.  V.  Wolfe,  223  F.2d  195,  105  USPQ  462  (9th  Cir.i 
1955).  None  of  the  elements  of  estoppel  were  proved  by; 
defendant  or  are  present  in  this  case. 

Defendant's  adoption  of  confusingly  similar  trademarks 
and  trade  names,  with  knowledge  of  plaintiff's  prior  useyi' 
defendant's  intentional  fraud  and  deliberate  misrepresen-i 
tation,  and  plaintiff's  incontestable  trademark  registra-J 
tions  bar  the  defense  of  laches,  for  laches  does  not  apply.v 
under  these  circumstances,  especially  in  a  case  for  in-i' 
junctive  relief.  Menendes  v.  Holt,  120  U.S.  514  at  523 ;i' 
Apple  Growers  Assn.  v.  Pelletti  Fruit  Co.,  Inc.,  153i'' 
F.Supp.  948,  115  USPQ  171  (DC  ND  Cal.  1957);  Stan-' 
dard  Oil  Co.  v.  Standard  Oil  Co.,  252  F.2d  65,  116  USPQ, 
176  (10th  Cir.  1958);  General  Motors  Corp.  v.  Smith,h' 
138  USPQ  382  (DC  SD  Cal.  1963);  Brooks  Bros.  vJ\ 
Brooks,  60  F.Supp.  442,  65  USPQ  301  (DC  SD  Cal.  1945).)! 

In  addition,  defendant's  misrepresentations  and  deceiti^ 
of  the  purchasing  public  bars  the  defense  of  laches  in 
this  case,  for  laches  is  not  a  defense,  when  the  public 
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nterest  is  involved.  Menendes  v.  Holt,  supra,  Scott  Paper 
Jo.  V.  Marcalus  Co.,  326  U.S.  249  at  257,  67  USPQ  193 
it  197  (1945). 

Although  the  law  cited  above  clearly  shows  that  there 
jan  be  no  laches  in  this  case,  as  a  matter  of  law,  it  should 
ilso  be  pointed  out  that  the  District  Court  found  an 
ibsence  of  laches  as  a  matter  of  fact.  The  court  found 
hat  the  present  management  of  plaintiff  did  not  know 
)f  defendant's  infringing  activities  until  the  latter  part 
)f  1962,  and  that  ijlaintiff  wrote  defendant  promptly 
ipon  learning  of  defendant's  activities  and  objected  to 
he  infringement  (August,  1963),  and  that  plaintiff  filed 
suit  in  the  latter  part  of  1963  or  the  early  part  of  1964 
The  Chicago  suit  was  filed  in  January,  1964).  This  action 
vas  commenced  in  June,  1964. 

Wliile  appellant  devotes  a  great  deal  of  his  brief  to 
he  question  of  laches,  there  can  clearly  be  no  laches, 
icquiescence  or  estoppel  in  regard  to  the  subject  matter 
>f  the  second  cause  of  action  (66-470- WPG)  relating 
0  misrepresentation  of  the  cotton  fibre  content  of  defen- 
lant's  papers.  The  record  is  clear  that  the  relative  cotton 
ibre  content  in  new  paper  cannot  be  determined  by 
isual  comparison  or  by  means  other  than  a  laboratory 
est,  and  plaintiff  had  no  reason  to  know  of  defendant's 
)aper  cheating  prior  to  the  filing  of  this  action.  (It  is 
inly  as  paper  ages  that  cotton  fiber  content  becomes 
ipparent,  for  low-cotton  paper  discolors  faster  than  high- 
otton  paper.) 

This  Court  has  held  that  laches  is  a  question  of  fact, 
^peed  Corporation  v.  Webster,  (CA9,  1959),  262  F.2nd, 
:83.  And  this  Court  stated  in  Whitman  v.  Walt  Disney 
Productions,  Inc.,  (CA9,  1958)  263  F.2d  229  at  231: 

"mere  passage  of  time  cannot  constitute  laches,  but 
if  the  passage  of  time  can  be  shown  to  have  lulled 
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defendant  into  a  false  sense  of  security,  and  thej 
defendant  acts  in  reliance  thereon,  laches  may,  in  the\ 
discretion  of  this  trial  court,  he  found." 

The  court  therein  referred  to  the  leading  decision  in  thisi 
Circuit,  Gillons  v.  Shell  Co.  of  California,   (CA9,  1936) 
86  F.2d  600,  where  it  was  stated  at  page  604  that: 

"at  the  outset,  it  will  be  helpful  that  we  place  ourr 
inquiry  into  its  proper  setting.  It  must  be  bornei) 
in  mind  that  the  decision  of  the  trial  Court  on  theii 
subject  of  laches  will  not  be  set  aside  unless  it  isii 
palpably  wrong." 

"In  The  Kermit,  76  F.(2d)  363,  367,  certiorarir 
denied,  Lamhorn  v.  American  Ship  S  Commerce  Nav.^i 
Co.,  296  U.S.  581,  582,  56  S.Ct.  93,  80  L.Ed.  411,  we( 
said:  'As  the  decisions  indicated,  the  question  ofii 
laches  is  addressed  to  the  sound  discretion  of  ^hei 
trial  judge,  and  his  decision  will  not  be  disturbed  r 
on  appeal  unless  it  is  so  clearly  wrong  as  to  amountr 
to  an  abuse  of  discretion.'  See,  also  21  C.J.  217-219."' 

The   trial   court  here   found   that   there   was   no   laches.  J 
Defendant's  own  testimony  showed  that  his  father,  whoc 
had    received   a    letter   from    a    deceived    customer    andfl 
thereby  obtained  some  knowledge  of  part  of  defendant's 
activities,  was  seriously  ill  and  incapacitated.  When  the 
father   died,   two    years    later,   whatever   knowledge    the 
father  had  died  with  him.  Defendant  contends  that  thai, 
partial  knowledge  of  his  ill  father  concerning  defendant's  fj 
infringement    or    unfair    competition    requires    a    finding  (ij 
of   laches   in   this   case,   because   of   the   holding   in   the 
Whitman  case,  above.  However,  the  Whitman  case  does 
not  control  where  plaintiff  had  no   effective  knowledge  «| 
because  of  ill  health  of  the  actions  of  defendant,  and  thet 
language  of  the  Whitman  case  implies  support  for  then 
finding  of  Judge  Grey  herein.  In  Whitman,  this   Court  t 
stated  as  follows: 
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"In  our  instant  case  the  delay  was  fourteen  years; 
no  charge  of  fraud  or  deception  on  the  part  of 
appellees  was  made;  there  is  no  charge  of  inability 
to  bring  the  suit  because  of  insufficient  knowledge 
(to  the  contrary,  the  knowledge  on  which  the  third 
suit  was  based  in  1953  is  the  same  knowledge  as 
appellant  had  in  1939) ;  no  point  is  made  of  lack  of 
funds,  or  absence  from  the  country  or  poor  health, 
or  confinement  in  any  institution. 

"We  agree  with  the  trial  judge  that  Gillons  v. 
Shell  Co.,  supra,  establishes  the  rule  that  the  question 
of  laches  in  such  a  case  as  this  is  a  matter  for  the 
discretion,  judicially  exercised,  of  the  trial  court. 
We  affirm  that  while  'mere'  delay  may  not  constitute 
laches,  unreasonable  or  unexplained  delay  well  may. 
Kemberly  Corp.  v.  Hartley  Pen  Co.,  supra,  237  F.2d 
at  page  301. 

We  find  no  indication  that  the  district  court  abused 
its  discretion;  and  the  judgment  is  affirmed."  (em- 
phasis added) 

The  defense  of  laches  is  an  equitable  defense,  which 
will  not  be  sustained  in  cases  of  deliberate  and  intentional 
trademark  infringement  or  unfair  competition.  In  National 
Lead  Co.  v.  Wolf,  (CA9,  1955)  223  F.2d  195  this  court 
disposed  of  the  question  by  saying  "In  the  light  of  the 
intentional  and  fraudulent  use  of  appellant's  trade  name, 
the  defense  here  is  a  frivolous  one."  The  letter  relied 
on  by  defendant  to  support  its  equitable  defense  of 
laches,  acquiescense  and  estoppel,  by  its  own  terms  nega- 
tives all  three  defenses.  In  it  his  father  speaks  of  Wilber's 
"misconduct"  causing  his  dismissal  from  H.  A.  Friend 
and  Company,  and  refers  to  Wilber's  "duplicity"  and 
lack  of  "truth  and  honesty"  In  the  same  case  of  National 
Lead   Company   v.    Wolfe,   at   page    203,    this   court    re- 
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jected  a  claim  that  a  letter  written  from  one  official 
of  National  Lead  Company  to  another,  tending  to  support 
Wolfe's  defenses,  would  support  the  equitable  defensft 
of  laches,  or  acquiescence,  on  the  obvious  ground  thali 
this  was  an  intra-company  communication  not  seen  hf 
defendant.  The  correspondence  relied  on  by  defendanlil 
was  never  known  to  the  defendant  until  this  action  wasfi 
brought,  and  plaintiff  filed  the  letters  as  exhibits  to  thdj 
deposition  of  Mr.  Earl  Zinn.  As  in  the  National  Lead' 
case,  "there  was  no  reliance  upon  it  by  appellees",  and 
it  should  serve  as  no  basis  for  defendant's  equitableii 
defense  of  laches,  acquiescence  and  estoppel. 

Complete  absence  of  any  reliance  by  defendant  on  any-, 
think  H.  A.  Friend  &  Co.  or  its  officials  did  or  didn't  doll 
is  shown  by  Wilber  Friend's  testimony,  quoted  on  pagesej 
37-38  herein.  ' 

XII.  THE  DISTRICT  COURT  PROPERLY  AWARDS 
ED  PARTIAL  ATTORNEY'S  FEES  TO  PLAINTIFF 
BECAUSE  OF  DEFENDANT'S  WILLFUL  AND  CALI 
CULATED  ACTS  OF  UNFAIR  COMPETITION  DEI 
LIBERATELY  DESIGNED  TO  TRADE  ON  PLAINJi 
TIFF'S  GOODWILL  AND  TO  DEFRAUD  PURI 
CHASERS. 

The   District   Court   awarded  $30,000,   attorney's  fees,'*l 
which  was  slightly  less  than  half  the  actual  attorney's 
fees  and  expenses  incurred  by  plaintiff,    (CT  454-459), 
citing  National  Van  Lines,  Inc.  v.  Dean,  237  F.2d  688, 
111   USPQ    165    (9th   Cir.,    1956),    in   which   this    Courtr 
awarded   attorney's    fees    for   deliberate    acts    of   unfairii 
competition  at  common  law.  National  Van  Lines  expresslylj 
ruled  that  it  was  unnecessary  to  decide  issues  of  trade-i| 
mark  infringement  under  the  Lanham  Act.  Subsequently,)! 
in  Maier  Brewing  Co.  v.  Fleischmann  Distilling   Corp.,i\ 
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59  F.2d  156,  149  USPQ  89,  this  could  held  in  an  en  banc 
ecision  regarding  a  purely  statutory  trademark  infringe- 
lent  action,  (the  unfair  competition  issues  having  been 
xcised  as  a  result  of  an  earlier  appeal  in  the  same  case, 
14  F.2d  149,  136  USPQ  508)  that  attorney's  fees  are 
ot  authorized  by  the  Lanham  Act,  because  the  Lanham 
ict  dealt  in  detail  with  monetary  relief  for  statutory 
rademark  infringement  and  was  silent  as  to  attorney's 
ees. 

This  court  in  the  Maier  case,  in  the  next  to  the  last 
aragraph  stated   (149  USPQ  96) 

"We  hold  that  attorney's  fees  are  not  recoverable 
in  trademark  infringement  cases  under  the  Lanham 
Act,  primarily  because  the  Congress  has  not  provided 
for  them.  We  do  not  think  that  such  cases  are  among 
the  exceptional  ones  of  which  Mr.  Justice  Frank- 
furter spoke  in  Sprague  v.  Ticonic  Bank,  supra.  We 
do  not  think  that  we  should  create  an  exception 
when  Congress  has  legislated  so  fully,  in  the  area, 
and  has  not  provided  for  attorney's  fees.  We  over- 
rule Wolfe,  to  that  extent,  and  limit  National  Van 
Lines  to  its  actual  holding,  as  to  the  correctness 
of  which  we  express  no  opinion." 

ti  the  Maier  Brewing  case  on  attorney's  fees,  the  court 
tated  in  footnote  7: 

"High  Fidelity  Recordings,  Inc.  v.  Audio  Fidelity, 
Inc.,  9  Cir.,  1962,  305  D.2d  86,  134  USPQ  93,  relied 
primarily  on  National  Van  Lines.  It  was  an  action 
for  unfair  competition  under  California  law.  It  was 
not  a  trademark  case.  We  need  not  consider  whether 
it  correctly  applied  California  law." 

The  Supreme  Court  in  Fleischmann  Distilling  Corp. 
.  Maier  Brewing  Co.,  386  U.S.  714,  affirmed  this  court 
y  saying  that  attorney's  fees  are  not  provided  for  by 
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the  Lanham  Act  and  cannot  be  awarded  in  purely  statulj 
tory  trademark  cases  brought  under  the  Lanham  Ac 
It  should  be  clearly  noted,  however,  that  neither  tb 
Supreme  Court  nor  this  Court  was  concerned  with  a; 
unfair  comijetition  situation  arising  under  common  law  o' 
state  statute.  The  Supreme  Court  stated  in  Fleischmawi 
V.  Maier  Brewing  that  attorney's  fees  may  be  awardeli 
in  appropriate  cases  under  the  general  equity  power  c 
the  courts. 

Thus,  Fleischmann  v.  Maier  Brewing  does  not  applo 
to  trademark  infringement  causes  of  action  arising  undel 
common  law  or  to  unfair  competition  causes  of  actio!i' 
arising  under  common  law  or  state  statute.  Since  thih 
case  involves  both  these  causes  of  action,  as  well  a. 
separate  causes  of  action  arising  under  the  Lanham  Aci 
the  decisions  in  Fleischmann  v.  Maier  Brewing  do  no 
preclude  attorney's  fees  here.  See,  generally,  commentan; 
on  this  court's  decision,  McCormick,  "Trademarks — Su«i 
cessful  Plaintiffs  in  Trademark  Infringement  Action'! 
Under  the  Lanham  Act  May  Not  Recover  Attorney^ 
Fees",  65  Mich.  L.  Rev.  No.  3,  January,  1967,  57  TFJ 
Rep.  343.  On  the  contrary,  the  cases  clearly  show  thsii 
attorney's  fees  are  allowable  in  actions  against  reproj 
hensible  and  heinous  unfair  competition  which  violatet! 
the  common  law  and  the  statutes  of  California,  as  weil 
as  the  Lanham  Act,  National  Van  Lines,  Inc.  v.  Deawj 
above;  Audio  Fidelity,  Inc.  v.  High  Fidelity  Recording,'} 
Inc.,  305  F.2d  86,  134  USPQ  93  (9  Cir.,  1962);  Singei^ 
Manufacturing  Co.  v.  Redlich,  109  F.Supp.  623,  96  USP<^ 
85  (DC  SD  Cal.  1952),  see  also  Hulbert  Oil  S  Greasi] 
Co.  V.  Hulhert  Oil  d  Grease  Co.,  (CA  7,  1967)  371  F.2:i 
251,  152  USPQ  87,  an  Illinois  unfair  competition  casij 
where  attorney's  fees  were  affirmed  despite  a  genenii 
rule   against   attorney's   fees;   Monsanto   v.   Perfect  Ff 
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Products,  349  F.2d  389.  It  should  be  noted  in  this  regard 
hat  the  District  Court  was  fully  apprised  of  the  holding 
if  this  court  in  Fleischmann  v.  Maier  Brewmg  and  was 
ilearly  aware  of  the  distinction  between  causes  of  action 
irising  under  the  Lanham  Act  only  and  causes  of  action 
nvolving  violations  of  state  statutes  and  common  law 
•egarding  unfair  competition.  (RT  605-606) 

Aside  from  the  clear  language  in  Fleischmann  v.  Maier 
3rewing  that  the  holding  should  be  limited  to  cases 
irising  only  under  the  Lanham  Act,  this  position  finds 
;upport  in  a  recent  decision  of  the  Supreme  Court  of 
■iew  Jersey  in  Red  Devil  Tools  v.  Tip  Top  Brush  Co., 
nc,  157  USPQ  456,  a  case  involving  trademark  infringe- 
aent  under  the  Lanham  Act  as  well  as  violations  of 
onmion  law  trademark  rights  and  unfair  trade  practices. 
Dhe  court  held  that  an  award  of  attorney's  fees  is  proper, 
k^here  the  defendants  deliberately  chose  an  identical  mark 
in  related  goods  for  the  purpose  of  benefiting  from  the 
)laintiff's  established  reputation. 

Apijlying  the  rationale  of  Monsanto  Chemical  Co.  v. 
Perfect  Fit  Products,  349  F.2d  389,  146  USPQ  512  (2 
:!ir.,  1965,  Cert,  denied  383  U.S.  942,  16  L.Ed.  2nd,  206, 
48  USPQ  772,  1966)  the  court  stated  at  page  462,  that 
ts  ruling  allowing  attorney's  fees  *  *  *  is 

"not  precluded  by  anything  in  Fleischmann  v.  Maier 
Brewing  Co.,  supra,  386  U.S.  714,  18  L.  Ed.  2d  475, 
153  USPQ  432.  *  *  *.  Fleischmann  governs  proceed- 
ings under  the  Lanham  Act  but  has  no  relation  to 
unfair  trade  practice  cases  under  the  common  law." 

The  Monsanto  case  which  was  cited  in  the  Red  Devil 
Dools  opinion  was  also  relied  upon  by  this  court  in  the 
atest  Fleischmann  v.  Maier  Brewing  case  regarding  an 
Lccounting  of  profits:  In  the  Monsanto  case,  the  District 
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Court  had  awarded  attorney's  fees  to  plaintiff,  the  pro 
prietor  of  the  mark  "Aerilan",  by  reason  of  defendants 
use  of  the  mark  "Aerilan"  on  mattress  pads  falselj 
labeled  "aerilan  filled."  The  court  stated,  at  p.  391,  than 
the  defendant's  acts: 

"constituted  unfair  competition  and  that  it  had  actetc 
'willfully   with    full   knowledge    of    plaintiff's    rightai 
and  as  a  part  of  a  pre-conceived  plan  to  trade  upo: 
plaintiff's  goodwill.' " 

The  Second  Circuit  Court  of  Appeals  affirmed  the  awarcr' 
of  attorney's  fees  and  also  allowed  Monsanto  $1500  foi 
legal  expenses  on  the  appeal,  in  addition  to  awarding: 
an  accounting  of  profits  on  the  theory  of  restitution  anci 
unjust  enrichment,  (a  theory  which  was  later  adopted 
by  this  court  in  the  latest  FleiscJimann  v.  Maier  Brewingx 
case).  This  case  is  strikingly  similar  to  the  Monsantci 
case  above,  in  that  defendant  here  was  furnishing  hiei 
customers  papers  of  a  markedly  lower  grade  than  th6 
papers  were  represented  to  be  in  defendant's  catalogs? 
and  price  lists.  This  case  is  far  more  aggravated  than 
the  Maier  ease  where  the  parties  were  not  in  direct 
competition  and  as  pointed  out  by  this  court  in  its  decision' 
on  attorney's  fees,  the  defendant  even  won  in  the  initial' 
decision  of  the  trial  court.  Defendant  here  not  only  used 
the  fact  that  his  prices  were  (on  their  face)  somewhat 
lower  than  plaintiff's,  to  obtain  customers  from  plaintiff' 
(and  others),  but  he  made  enormous  profits  by  selling  these 
inferior  grades  of  paper  over  a  period  of  approximately 
10  years,  from  1956  through  1966,  at  prices  which  were 
higher  than  normal  for  the  actual  paper  grades  involved. 
In  other  words,  defendant  used  his  paper  cheating  to 
shave  his  prices  below  those  of  competitors  and  still  sell 
at  a  higher-than-normal  profit. 

Even  at  the  present  time,  defendant  continues  to  sell 
the  same  grades  of  paper,  and  although  he  claims  to 
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lave  blocked  out  the  references  to  paper  percentages  in 
as  price  lists,  the  fact  remains  that  thousands  of  catalogs 
,nd  price  lists  containing  the  false  statements  as  to  paper 
grades  are  out  in  the  hands  of  customers  (X84,  RT  222- 
;23),  and  defendant  does  not  claim  they  have  been  re- 
alled.  Wliat  is  even  more  striking,  if  not  shocking,  is 
hat  on  this  appeal  defendant  claims  the  District  Court 
rred  in  enjoining  him  from  falsely  advertising  his  papers. 
Assignment  of  error  number  20  reads  as  follows: 

"(The  District  Court  erred)  in  enjoining  defendants 
from  selling  stationery  of  different  quality  than 
advertised." 

["hus  while  defendants,  in  their  brief  at  page  82,  claim 
0  have  repented,  they  persist  in  their  assertion  that  the 
QJunction  was  improper.  These  facts  clearly  show  that 
he  actions  of  defendants  are  fraudulent  in  the  extreme, 
,nd  that  attorney's  fees  are  allowable  in  this  case  under 
he  doctrine  of  the  cases  cited  above. 

There  is  an  additional  rationale  for  awarding  attorney's 
ees  in  this  particular  case,  based  on  the  Supreme  Court 
ase  Sprague  v.  Ticonia  National  Bank,  307  U.S.  161 
1939),  discussed  by  both  this  court  and  the  Supreme 
yourt  in  the  Maier  decisions.  The  Supreme  Court  referred 
0  the  Sprague  case  as  one  of  the  exceptions  to  the 
;eneral  proposition  that  attorney's  fees  are  not  normally 
.ssessed  against  an  unsuccessful  litigant.  After  discuss- 
Qg  situations  where  attorney's  fees  are  awarded  to  one 
i^ho  is  successful  in  establishing  a  fund,  for  the  benefit 
if  other  litigants  similarly  situated,  the  court  points  out 
hat  the  Sprague  case  involves  an  analogous  exception. 
As  the  Supreme  Court  stated  in  the  Maier  case: 

"Sprague  itself  involved  a  variation  of  the  common 
fund  situation  where,  although  the  plaintiff  had  not 
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in  a  technical  sense  sued  for  the  benefit  of  other 
or  to  create  a  common  fund,  the  stare  decisis  effec 
of  the  judgment  obtained  by  the  plaintiiEf  has  estah 
lished  as  a  matter  of  law,  the  right  of  a  discernibLi 
class  of  persons  to  collect  upon  similar  claims." 

Thus,  the  general  equity  power  "to  do  equity  in  a  pan 
ticular  situation"  supports  an  award  of  attorney's  fee 
under  circumstances  wherein  a  successful  suit  by  a  plain 
tiff  creates  a  clear  benefit  or  j)otential  benefit  to  othersrl 
for  the  same  reasons  that  underlay  the  common  fund 
decisions.  Reconstruction  Finance  Corp.  v.  J.  G.  Menihan 
Corp.,  312  U.S.  81,  at  85;  48  USPQ  264,  at  266  (1941); 
Universal  Oil  Products  v.  Root  Refining  Co.,  328  U.SS 
823  (1946);  United  States  v.  Equitable  Life  Assur.  Soc'{ 
of  United  States,  384  U.S.  323  at  331  (1966). 

Here    the    defendant    has    not    only    unjustly    enriches 
himself  by  his  paper  cheating,  but  he  has  defrauded  Mil 
customers.  His  customers  are  a  clearly  ascertainable  gron]i' 
virtually  all  of  whom  are  members  of  the  legal  professioDn 
The  decision  of  this  case  on  the  misrepresentations  b^»j 
defendants  concerning  paper  quality  is  clearly  a  precedem 
on  which  defendant's  customers  can  rely  to  obtain  restitu 
tion   from   defendants.    Many   of   these    customer's   purii; 
chases  are  relatively  small,  and  would  not  justify  litigatioi 
without  the  benefit  of  this  adjudication.  Furthermore,  on« 
of    defendant's    customers,    Maricopa    County,    Arizona 
which  purchased  paper  for  the  state  and  county  Judges 
and  was  mislead  by  defendant's  misrepresentations,  ma^ 
be  under  a  legal  duty  to  bring  an  action  for  restitution;! 
against  defendant,  and  would  clearly  benefit  by  the  efforts 
of   plaintiff   herein.    Competitors    of    defendant    such   sn 
Stuart  Cooper  Company  have  likewise  benefitted  from  thti; 
adjudication. 
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j  Finally,  §  3294  of  the  California  Civil  Code  provides 
br  punitive  damages  over  and  above  actual  damages,  in 
ases  involving  "oppression,  fraud  or  malice  express  or 
baplied."  (See  Appendix  II).  Since  the  award  of  punitive 
iamages  imder  §  3294  is  clearly  discretionary  with  the 
rial  judge,  it  is  not  improper  for  the  judge  to  measure 
aid  damages  by  a  portion  of  plaintiff's  attorney's  fees. 
Imger  v.  Redlich,  109  F.Supp.  623;  96  USPQ  85  (DC 
!D  Cal.  1952) 

Thus,  where  there  is  clear  justification  for  an  award 
if  punitive  damages  under  '^  3294,  as  there  is  in  this 
ase  of  fraud  and  malicious  unfair  competition,  an  award 
f  partial  attorney's  fees  should  not  be  reversed  simply 
lecause  '^  8294  was  not  cited  by  the  Court  in  making 
he  award. 

XIII.  ASSIGNMENTS  OF  ERROR  ON  PLAINTIFF'S 
!ROSS  APPEAL. 

'he  District  Court  erred: 

(1)  In  failing  to  grant  plaintiff  an  accounting  to  take 
way  the  profits  defendant  made  from  the  deliberate  un- 
lir  trade  practices. 

(2)  In  not  enjoining  defendants  from  all  use  of  the 
ame  "Friend"  in  the  retail  paper  trade  and  in  any  man- 
er  which  would  indicate  source  of  origin  to  retail  con- 
amers  of  paper  and  stationery. 
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XIV.  DEFENDANTS  WILL  RETAIN  FINANCIAi 
BENEFITS  FROM  THE  DELIBERATE  INFRINGB 
MENT  AND  UNFAIR  COMPETITION  WHICH  COULI 
REACH  SEVERAL  HUNDRED  THOUSAND  DOLLARF 
IF  DEFENDANTS'  PROFITS  ARE  NOT  AWARDEF, 
IN  ADDITION  TO  THE  AWARD  OF  COMPENSATORf 
DAMAGES  FOR  PLAINTIFF'S  LOST  SALES  AND  IJ 
JURY  TO  REPUTATION. 

Plaintiff  has  cross-appealed  for  an  accounting  of  dv 
fendant's  profits  because  the  District  Court  limited  th' 
monetary  award  in  this  case  to  compensatory  damages  an 
attorney's  fees,  which  failed  to  approach  defendants'  mij 
just  enrichment  obtained  by  means  of  its  fraudulent  am 
willful  trademark  infringement  and  unfair  competitioi* 
The  action  of  the  District  Court  is  directly  contrary  to  thij 
holding  of  this  court  in  Maier  Brewing  Co.  v.  Fleischmami 
157  USPQ  76,  390  F.  2d  117.  However,  since  this  lasi 
Maier  decision  adopted  new  standards  for  awarding  proJoj 
its  in  cases  of  deliberate  infringement,  and  Judge  GrayVj 
decision  preceded  this  Maier  decision  and  was  made  withi 
out  its  benefit,  appellee  has  some  reservation  in  sayiuij 
Judge  Gray  was  in  "error".  Nevertheless,  the  lates 
Maier  decision  is  clearly  applicable  here  and  an  accounV 
ing  of  defendant's  profits  is  proper  and  should  be  awarder' 
as  requested  by  plaintiff  in  the  Complaint.  (CT  13  L  32)2 
and  at  trial  (CT  477,  L  16-19) 

In  an  affidavit  of  defendant,  Wilber  H.  Friend,  filed  iiij 
support  of  a  Motion  to  Dismiss  in  this  case  (CT  285  L.  13 
15),  the  defendant  said  that  the  profits  of  Friend  and  Comi 
pany  (presumably  after  taxes)  on  the  stationery  product^ 
in  question  in  one  year  were  "substantially  less  than  lO^^'j 
of  sales".    This  is  not  a  precise  figure,  but  one  could  con 
elude  that  defendant  made  profits  somewhere  in  the  rang 
of  5%  to  10%  of  gross  sales,  which  is  quite  normal  fo:< 
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iusinesses  of  this  type.  Appendix  1  attached  to  appellant's 
Irief  shows  a  chart  of  defendant's  sales.  This  chart  shows, 
Lssuming  1967  sales  equal  to  1966,  that  defendant  made 
ales  of  approximately  1,2  million  dollars  during  the  pen- 
lency  of  this  case  that  is,  1964  through  1967  inclnsive. 
Assuming  that  defendant's  profits  were  8%  on  sales 
luring  this  time,  the  profits  from  these  sales  exceed 
>100,000.00,  not  counting  the  savings  on  paper  costs  re- 
;ulting  from  defendant's  substituting  inferior  grades  of 
)aper. 

Total  sales  going  back  from  1956,  when  defendant  first 
legan  his  substitution  of  inferior  grades  of  paper,  exceed 
;2.8  million,  and  profits,  aside  from  savings  on  paper  costs 
tivolving  substitution  of  inferior  goods,  are  well  over 
200,000.00.  As  previously  pointed  out,  the  defendant's 
avings  on  paper  costs  on  only  one  of  the  four  types  of 
laper  involved,  (Friend  Title  Linen  Watermark)  were  in 
sxcess  of  $60,000  and  the  remaining  savings  on  the 
ther  types  could  be  computed  from  the  present  record,  at 
3ast  as  to  minimum  amounts. 

Failure  to  take  away  from  defendant  these  financial 
enefits  enable  defendant  to  retain  enormous  profits  from 

deliberate  and  calculated  plan  of  trademark  infringe- 
lent,  which  is  contrary  to  the  Lanham  Act,  Maier  v. 
neishmwnn,  390  F.  2d  117,  157  U.S.P.Q.  76,  (9  Cir.  1968) ; 
lonsanto  v.  Perfect  Fit,  349  F.  2d  389,  146  U.S.P.Q.  512, 
2  Cir.,  1965)  and  also  contrary  to  California  law  of  un- 
air  competition;  McCord  v.  Plotnick,  108  Cal.  App.  2d 
92,  239  P.  2d  32,  92  U.S.P.Q.  151. 

This  court  in  the  latest  Maier  case  emphasized  that  the 
urpose  of  the  Lanham  Act  was  "making  infringement  and 
iracy  unprofitable."  (p.  121)  The  "restrictive  approach" 
f  some  decisions,  which  "viewed  an  accounting  of  profits 
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as  merely  a  method  of  compensating  the  trademark  regi? 
trant  for  his  lost  or  diverted  sales",  was  rejected,  (p.  12L' 
The  court  said  that  to  protect  the  public  "from  similar  ftf 
ture  acts  of  piracy  by  the  same  party  *  *  **  the  eourtr 
mnst,  as  was  recognized  in  the  legislative  history  of  thi 
Act  quoted  above,  make  acts  of  trademark  infringemenii 
or  at  the  very  least  acts  of  deliberate  trademark  piracy 
unprofitable."  (pp.  122-123) 

In  this  case,  defendants  "knowingly,  willfully  and  dd 
liberately  infringed",  (p.  124)  As  this  court  pointed  oui 
in  the  next  to  the  last  paragraph  of  this  Maier  decisior 
"The  dollar  amount  of  the  recovery  in  an  accounting  fo'i 
profits  under  the  unjust  enrichment  rationale  has  no  re* 
lation  to  the  damages,  if  any,  sustained  by  the  plaintiff  ii 
the  action."    (p.  124) 

Here  allowing  "Wilber  Friend  and  his  company  to  retahi 
large  profits  from  his  deliberate  infringement  and  unfaii 
trade  practices  is  directly  contrary  to  the  principles  state<f 
in  this  court's  latest  Maier  decision. 

XV.  DEFENDANT  SHOULD  BE  ENJOINED  FRO^ 
ALL  USE  OF  THE  NAME  "FRIEND"  BECAUSE  01 
HIS  FRAUDULENT  USE  OF  THE  NAME  TO  MIS 
LEAD  PURCHASERS  AND  AS  A  PART  OF  A  PLAL 
TO  TRADE  ON  PLAINTIFF'S  REPUTATION.      i 

The  sordid  facts  of  this  case  make  it  plain  that  defen 
dant  should  not  be  permitted  to  use  the  name  "Friend' 
in  the  retail  paper  business  or  in  any  way  which  woulf 
come  to  the  attention  of  retail  customers,  such  as  referrinfi, 
to  his  retail  business  as  "a  division  of  Friend  Paper  Com 
pany"  [X  85]  It  should  be  noted  that  all  ream  size  boxes 
sold  at  retail  bear  the  name  Friend  Paper  Company  [XZ]'! 
or  "Friend  Paper  Company,  Western  Division  [XA].  It  h 
clear  from  the  record  that  customers  simply  do  not  dis- 
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iguish  one  "Friend"  company  selling  stationery  from 
lother.  As  long  as  this  is  the  case  the  confusion  and  de- 
jption  of  customers  can  continue. 

A  person  has  no  right  to  use  his  personal  name  as  a 
irt  of  a  trade  name  or  trademark  where  such  use  is  in 
id  faith  or  is  likely  to  confuse  purchasers.  Max  Factor 
9.  V.  Factor,  226  F.  Supp.  120,  140  USPQ  166  (DC  SD 
al.  1963) ;  Lane  Bryant  v.  Maternity  Lane,  173  F.  2d  559 
Ith  Cir.) ;  Visser  v.  Macres,  29  Cal.  Reporter  367,  137 
SPQ  492  (1963) ;  Everest  d  Jennings,  Inc.  y.  E  S  J  Mfg. 
0.,  CA  9  263  F.  2d  254. 

REFERENCE  TABLE 

The  following  is  a  reference  table  which  lists  the  as- 
gnments  of  error  of  defendant-appellant  and  then  lists 
e  portions  of  this  brief  wherein  the  facts  or  law  relating 
said  assignments  are  discussed. 

Assignment  of  Error  Facts  or  Law  Discussed 


Pages 

1. 

7-9,  24. 

2. 

7-9,  24. 

3. 

23-29. 

4. 

9,  23-27. 

5. 

9,  27-28. 

6. 

28-29. 

7. 

28-29. 

8. 

9,  10. 

9. 

11,   33-39,  50-54. 

10. 

9,  23-29. 

11. 

11-23,  39-45. 

12. 

29-33,  45-47. 

13. 

11-23,  23-29,  48-50. 

14. 

11-23,  23-29,  54-61. 

—ee- 
ls. 29 

16.  10,  23-29,    39-48. 

17.  27-28. 

18.  11-23,  39-47. 

19.  6,   11-23,   39-47. 

20.  29-33,  45-47. 

21.  11-12,  33-39,  48-49. 

SUMMARY  OF  RELIEF  SOUGHT 
It  is  respectfully  submitted  that  this  Court  should  find 

1.  That  the  findings  of  fact  of  the  District  Court  shoulil 
be  sustained. 

2.  That  the  monetary  awards  for  damages  and  ati 
torney's  fees  given  by  the  District  Court  should  be  sus- 
tained. 

3.  That  tne  injunctive  relief  given  by  the  Districij 
Court  should  be  sustained,  except  that  the  District  Coun; 
should  be  instructed  to  enjoin  all  use  by  defendants-api| 
pellants  of  the  name  "Friend",  or  any  name  which  is  likebl 
to  cause  confusion  therewith,  in  connection  with  the  sal 
of  any  paper  at  retail,  and  in  any  manner  which  may  comi 
to  the  attention  of  retail  consumers  of  paper. 

4.  That  the  District  Court  should  be  instructed  t<t 
award  to  plaintiff  the  profits  which  defendants  made  whU' 
using  the  trademarks  of  and  a  trade  name  deliberatel; 
adopted  to  trade  on  plaintiff's  goodwill,  and  the  profits 
which  defendant  made  by  fraudulently  substituting  lo"V 
quality  paper  for  the  paper  which  they  advertised,  whilt 
trading  on  plaintiff's  goodwill. 
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ated:   at  Chicago,  Illinois 
ugust  19,  1968 

Respectfully  submitted, 

Alberts,  Brezina  &  Lund 
John  C.  Brezina 
Joe  C.  Young 

By  

Attorneys  for  Plaintiff-Appellee 


CERTIFICATE 

I  certify  that,  in  connection  with  the  preparation  of 
lis  brief,  I  have  examined  Rules  18,  19  and  39  of  the 
nited  States  Court  of  Appeals  for  the  Ninth  Circuit, 
id  that,  in  my  opinion,  the  foregoing  brief  is  in  full  com- 
iance  with  those  rules. 


John  C.  Brezina 
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APPENDIX  I 


LOG  OF  QUALITY  SUPPLIES   FOR  THE   LAW  OFFICE 

jroud  to  present  Catalog  No.  47.  We  have  endeavored  to  make  it  a  clear  and  complete 
■  your  Stationery  requirements;  and  hope,  for  your  convenience  and  constant  use,  that  we 
ceeded  in  this  effort 


'^te^f^  Az^f^^i 


'talcdft/ 


Prices  in  this  Catalog  ere  NET  WHOLESALE  and  ore  not  subject  to  further  discounts.  Due  to  the  fact  that  we 
operate  on  a  very  narrow  profit  margin,  and  our  raw  materials  and  supplies  are  contracted  for  on  an  annual  basis,  it 
is  necessary  that  all  prices  be  subject  to  change  without  r>otice.  Sales  taxes  to  be  added  when  applicable. 

NET  CASH  within  30  days  after  dat<  of  our  Invoice.  We  prefer  to  ship  on  open  account  to  offices  of  recognized 
credit  standing,  satisfactory  directory  rating  ar>d  to  those  furnishing  swtable  references.  We  reserve  the  right  to 
charge  7  per  cent  interest  on  past  due  accounts.  We  do  not  ship  C.  O.  0.  to  our  customers;  to  do  so,  we  feel,  is 
disrespectful  arxJ  discourteous. 

Please  be  sure  to  serxJ  detailed  information  as  to  your  requirements.  Send  samples  whenever  possible  with  nota- 
tions on  each  sheet  as  to  quantity,  grade,  char^ges  in  copy,  etc  It  i$  especially  important  to  give  good  copy  and 
instnjctions  on  orders  for  engraved  and  printed  stationefy.  * 


:S  We  are  always  glad  to  furnish  additional  samples.  If  you  do  r>ot  see  a  style  or  arrangement  that  fits  your  purposes 
we  shall  appreciate  the  opportunity  to  submit  specimens.  Please  do  not  remove  samples  from  catalog,  in  ordering 
it  is  rwcessary  only  to  refer  to  sample  by  name  or  number. 


^ITS  F.O.B.  Pasader^a,  California.  We  ship  prepaid  via  the  most  economical  me^KxJ,  ar>d  add  charges  to  Invoice.  Orders 
are  filled  promptly,  usually  in  7  to  9  days;  except  for  Engraved  Stationery  where  new  Dies  are  necessary.  It  is 
suggested  that  orders  be  combined  so  as  to  take  advantage  of  the  low  tnjcic  rates  to  practically  every  point  in  the 
eleven  western  states.  Please  do  not  return  goods  without  Rrst  recervir>g  our  written  permission. 


an 

6RECN  STREET 


dC 


ompanu        .       western     division 

T*l»phon«  SYcimor.  3-1767  PASADENA  I,  CALIFORNIA 


CATALOO  \%  ISSUKO  TO  VOU  UNOCR  THIS  < 
IMrOMMAnON  CONTAINKO  MINCIN  ARf  CO 
WITtf  TMC  LBOAL  PMOFCSStOM 


lAL  NUMBCR.  WITH  THK  UNOCRSTANOINO  THAT  ALL  PRICCJ  AND 
DCNTIAL  TO  ATTOMNCVS  OR  THOSC  RELATED  TO  ANO/OR  ALLICO 
.  COPIES  OF  THIS  CATALOO  ARE  AVAILASLB  AT  •  •  OO.  POSTPAID 
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SHADED  <IIE«  SERVED  FROII 
WESTERN    DIVISION 

PASADENA.  CALIFORNIA 


ABOUT  THE  COMPANY 


♦  SENl^■»r^ 

*COIIV     ti^ 


ormu 


The  Friend  organization  has  served  the  legal  profession  nation^vi 
quality  products  for  50  years.  We  were  the  first  concern  in  the  United  Stat«tell 
exclusively  to  Attorneys. 


Our  methods  of  operation  and  prices  are  strictly  wholesale;  we  3 
to  Attorneys  and  retail  Stationery  stores  for  resale.  We  are  not  connected  in  i 
with  price-recommending  organizations  and  when  we  issue  a  price  it  is  th(4« 
consistent  with  the  quality  offered. 


Our  papers  are  manufactured  to  very  rigid  specifications  developil 
many  years'  experience,  with  special  attention  to  finish,  durability  and  perman«  ; 
factors  that  are  so  important  in  papers  used  to  prepare  legal  documents.  Wftj 
sell  "stock"  papers  which  are  generally  unsuited  to  legal  typewriter  work. 

We  either  manufacture  or  convert  all  of  our  products  in  our  owf« 
We  have  one  of  the  best  equipped  Steel  Die  Engraving  departments  in  the 
devoted  entirely  to  producing  professional  stationery. 

Our  paper  mills  and  manufacturing  facilities  are  so  strategically ) 
as  to  bring  about  exceptionally  low  cost  distribution  to  every  section  of  the"' 
States  and  Oinada. 


In  presenting  this  catalog  of  our  products  we  believe  we  have  t 
line  on  the  market — selling  by  direct  mail  and  thm  representatives  since  1908 
feel,  given  us  the  competence  to  produce  products  that  will  meet  your  most  e 
requirements. 
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^  /rioticl    ycs/t  I  a  lib. 


if 


GENUINE      STEEL      DIE 


NGRAVED     STATIONERY 


s  specialize  — 

Our  specialty  is  Genuine  Steel  Die  Engraved  Stationery  for  the 
al  profession.  A  record  of  50  years  in  designing  and  manufacturing 
ifessional  requirements  has  earned  us  an  unequaled  reputation  in  fur- 
tiing  outstanding  qualities  of  papers  and  workmanship. 


pays  to  use  good  Stationery  — 

Using  good  stationery  can  do  more  to  characterize  your  office 
n  perhaps  any  other  factor.  Each  year  your  correspondence  reaches 
idreds  of  clients  and  prospects,  and  the  impressions  created  should 
fully  representative  of  your  practice  and  services. 


i  have  a  real  value  — 

Every  letter  you  send  is  your  ambassador,  revealing  in  a  strong 
se  the  character  of  your  services.  FRIEND'S  engraved  stationery  has 
gance  and  dignity.  The  quality  of  our  papers  and  workmanship  will 
Drably  impress  the  recipient  in  a  way  that  ordinary  stationery  does 
—  and  anything  that  so  adds  to  your  prestige  can  well  be  offered 
a  real  value. 


EL  DIES:  Wo  do  not  make  a  charge  for 
Die  when  your  Initial  order  totals  2CXX) 
ore  pieces,  and  If  copy,  arrangement  and 
•  are  such  that  one  combination  Die  can 
sed  for  all  Items.  Telephone  numbers  or 
lines  may  be  deleted  without  Injury  to 
!)le  when  engraving  envelopes,  etc.  All 
remain  In  our  files  for  your  future  orders. 
Dies  are  made  on  one- half  inch  steel. 
io  not  use  pidtes,  type-photo  reproduc- 
I  or  other  short  cut  methods.  Every  Die 
pertly  engraved  and  handtooled. 


SERVICE:  Sufficient  Hme  should  be  allowed 
commensurate  with  good  workmanship,  es- 
pecially In  the  case  of  orders  where  a  new 
Die  is  necessary.  Orders  are  generally  com- 
pleted In  7  to  9  days.  Shipments  are  prompt 
when  your  Die  Is  on  file. 

PROOFS:  There  Is  no  such  thing  as  a  proof 
of  genuine  engraved  stationery;  either  Die  Is 
made  or  It  is  not  made.  We  will,  however,  be 
glad  to  furnish  additional  samples  and  can 
give  rough  sketches  In  some  Instances. 
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©    E    N^  'INE  steel/die 

arrfeter  ^%^n 


100%    NEW    COTTON    FtBRE 

Our  very  best  quality;  the  absolute  "tops"  in  business 
correspondence.  The  beautiful  white,  distinctive  finish 
and  bank-note  crispness  make  it  especially  suited  for 
executive  and  professional  Stationery.  Positively  the 
finest  paper  available  -  the  ultimate  in  fine  engraving. 

Prices  listed  below  are  BASE  RATES  for  copy  that  does  not  exceed 
4  inches  in  width.  For  medium  size  Die-copy,  4  to  6  inches  wide, 
add  $  1.00  per  M;  large  Die-copy,  6  to  8  Inches,  add  $2.00  per  M. 


PRICE    LIST 


20    LB.    WEIGHT 


500 

1000 

3000 

sooo 

10,000 

Lelt«rh*ads  8H  x  1 ! 
cr  Envatopas  No.  6% 

»9.35 

$  IA.50 

$I3.90M 

»I3.40M 

$I2.90M 

Cnv«lop««  No.  1 0 
(large  tiz*) 

10.55 

16.90 

I6.30M 

15.80  M 

15.30  M 

PLAIN  PAPER  (to  match  L«tt«rh«a<)t)  for  SeconJ  Pag««  $5.75  perraam 

STEEL  DIES  will  not  be  charged  for  If  your  first  order  totals  2000  or 
more  Impressions;  and  if  your  copy  is  average  size  and  arrangement 


I 


8  I  N  C  K         t  •  o  a 


C   K  1    «   O 


55  VEST  GREEN  STREET 


Loneru 

PASADENA  I,  CALIPORNIA 
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6E»ouiNE        sTeeu/oie 

Jitle  J^nen  1Bond 

56%    NEW    COTTON    FIBRE 

The  popular  quality,  made  in  the  same  careful  manner 
as  our  nationally  famous  Title  Linen  typewriter  papers. 
This  fine  paper  presents  an  excellent  Stationery  value 
and  thus  enjoys  wide  usage  and  popular  acceptance. 

Prices  listed  below  are  BASE  RATES  for  copy  that  does  not  exceed 
4  inches  in  width.  For  medium  size  Die-copy,  4  to  6  inches  wide, 
add  $1.00  per  M;  large  Die-copy,  6  to  8  Inches,  add  $2.00  per  M. 


"A 


PRICE    LIST 


20    LB.    WEIGHT 


500 

1000 

3000 

5000 

10,000 

L«H«rli»adi  8» X  II 
or  Envelopes  No.  6% 

S6.95 

»9.75 

$9.I5M 

%  8.65  M 

$8.I5M 

Envelop*^  No.  1 0 
(large  size) 

7.95 

12.25 

I1.50M 

I0.90M 

ia45M 

PLAIN  PAPER  (to  match  Letterheads)  (or  Second  Pages  t3.25  per  ream 

24  Iti.,  EXTRA  HEAVY  WEIGHT,  add  $  1.00  per  M  to  the  above  prices. 

STE£L  dies  will  not  be  charged  for  If  your  first  order  totals  2000  or 
more  impressions;  and  if  your  copy  Is  average  size  and  arrangement 


I 


95  VEST  6REEN  STREET 


a  I  N  c  c       I  e  o  a 

^ine  S^^tationeru 

PASADENA  I,  CALIFORNIA 
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^nend    ^uaiiti 


PRINTED     STATIONERY 

Highest  grade  letterpress  printed  Letterheads  and  matching  Envelopes  In  our 
three  popular  paper  qualities.  Attractive  styles  and  arrangements  produced  with  hand- 
set genuine  (oundry  types  in  perfect  professional  taste  -  combined  value  and  economy. 


JTtU  J^nan  Qond   < 


The  utility  paper,  possessing 

« 

l«M 

^ 

m. 

tun 

-•m 

all  the  qualities,  cockle  HnlsK 
bright  wtilte  color,  crtspness 
and  good  erasing.  This  grade 
represents  our  tMst  stationery 
value,  costing  less  than  you'd 

•'» 

ia.70 

»«.IOM 

irMM 

•  MOM 

(i>,.iii.) 

7.75 

lOM 

1.10M 

VJOM 

se9« 

expect  to  pay  br  the  inferior 
wood  sulphite  bond   papers 

SH.Ta  J.^I.7;M:  sh  .  n  <.<«..»0M 
C-t^  l>M<*  }*  PM-J  >«i9t>t,  -^  1.00  ^  M 

ERASABLE    PINISM 


A  specially  treated  paper  that 
has  remarkable  ©rasing  qual- 
ities. Correcting  typing  errors 
ts  simply  a  matter  of  using  a 
pencil  eraser  words  brush  off 
quickly  and  easily,  leaving  no 
smudge  or  messy  marks  Real 
economy  in  time  and  energy. 


|T1 

I'^jtriHiisBsg'lHIiSm^ 


r 

Crisp  feel  and  unusual  beauty 
with  banknote  snap  that  lends 
authority  to  your  written  mes- 
sages are  distinguishing  iea- 
lurss  of  this  loot  new  cotton 
fibre  paper,  tl  Is  poslbvelr  the 
ulbmate  in  fine  writing  papers. 
Nothing  better  In  the  market 

» 

». 

«. 

-. 

,..- 

liiiit.ifc  s>>n 

•».1» 

>I140 

•  l}.iSM 

•  UJO« 

tlLMM 

1' 

n-^ilnl 

«.^ 

ISM 

l].MM 

U.7SM 

I4J0M 

j 

Sts.ni  iUM  I.OOMI  tHmi\  Utms  IjaM 

i 

Monarch  stza*  -  Latterhsads  TWx lC0t  with  matching  18  Envelopes  -  are  available  in  alxn* 
qualities  at  the  rate*  applylr\g  on  ffijx  11  and  f  10  sizes.  See  engrsving  secbon  lor  samples  ti 
Barrister  Bond  and  Erasable  Finish  Bond  papers. 
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ALOG  OF  QUALITY  SUPPLIES  FOR  THE   LAW  OFFICE 

e  proud  to  present  Catalog  No.  56.  We  have  endeavored  to  make  it  a  clear  and  complete 
for  your  Stationery  requirements;  and  hope,  for  your  convenience  and  constant  use,  that  we 
:ucceeded  in  this  effort 


'td^m^ 


ES  Prices   in   this  Catalog   are   NET   WHOLESALE  and  are  not  subject  to  further  discounts.  Due  to  the  fact  that  we 

operate  on  a  very  narrow  profit  margin,  and  our  raw  materials  and  supplies  are  contracted  for  on  an  annual  basis,  it 
is  necessary  that  all  prices  be  subject  to  change  without  notice-  Sales  taxes  to  be  added  when  applicable. 

^S  NET  CASH  within  30  days  after  date  of  our  Invoice   We  prefer  to  ship  on  open  account  to  offices  of  recognized 

credit  standing,  satisfactory  directory  rating  and  to  those  furnishing  suitable  references.  We  reserve  the  right  to 
charge  7  per  cent  interest  on  past  due  accounts.  We  do  not  ship  C.  O.  D.  to  our  customers;  to  do  so,  we  feel,  is 
disrespectful  and  discourteous. 


ERS 


Please  be  sure  to  send  detailed  information  as  to  your  requirements'.  Stfnd  samples  whenever  possible  with  rota- 
tions on  each  sheet  as  to  quantity,  grade,  changes  in  copy,  etc.  It  is  especially  important  to  give  good  copy  and 
instructions  on  orders  for  er^raved  and  printed  stationery- 


style 


arrangement  that  fits  your  purposes 
imples  from  catalog,  in  ordefir^ 


PL£5  We  are  always  glad  to  Fun^ish  additional  samples.  If  you  do  not  ' 
we  shall  appreciate  the  opportunity  to  submit  specimens  Please 
it  is  necessary  only  to  refer  to  sample  by  name  or  number. 

'AENTS  F.O.B.  Pasadena,  California.  We  ship  prepaid  via  tKe  most  ecorvomical  method,  and  add  charges  to  Invoice.  Orders 
are  filled  promptly,  usually  in  7  to  9  days;  except  for  Engraved  Stationery  where  new  Dies  are  necessary.  It  is 
suggested  that  orders  be  combined  so  as  to  talte  advantage  of  the  low  truck  rates  to  practically  every  point  in  the 
eleven  western  states.  Please  do  not  return  goods  w-thout  first  receiving  our  written  permission. 


and    i^oi 


mnunu         •        Dm<io<>  of  friend  paper  company 

ST  GREEN  STREET       T«Uphon«  (Ar«a  213)  793-1767       PASADENA,  CALIFORNIA  91 101 


7201  :::::^:::^:zz:::-- 


s; 


/  ('/ 


.- F.xiiTnrT  fix.  ^  -^ 

"^  iiiFMii  II  Aiio;< 
jUNt  rK.N;«).'>.  N.i"- 


SHADED  ARE«  SEHVEO  FROB 
PASADENA.  CALIFORNIA 


ABOUT  THIS  COMPANY 


The  Friend  Family  has  been  in  the  paper  business  since  the  late  I* 
century,  originally  manuFacturing  writing  papers  and  envelopes  in  Ohio's  Miami  vall» 
In  1908  the  Friend  Brothers  established  in  Illinois  the  First  concern  in  the  countryH 
sell  their  stationery  exclusively  to  law  oFFices.  Friend  and  Company,  a  division  oF  )'■ 
Friend  Paper  Company  oF  Zion,  Illinois,  is  operated  by  W.  H.  Friend,  and  is  a  pioni 
in  providing  specialized  paper  products  For  the  legal  proFession  and  related  Fields. 

Our  methods  oF  operation  and  prices  are  strictly  wholesale;  we  sell  a  i 
to  Attorneys  and  to  Stationery  stores  For  resale.  We  are  not  connected  with  any  fir' 
oF  similar  name,  nor  with  price-recommending  organizations  and  when  we  issue  a  pria' 
is  the  lowest  consistent  with  the  quality  oFfered. 

Our  papers  are  manuFactured  to  very  rigid  speciFications  developed  frtf 
many  years'  experience,  with  special  attention  to  Finish,  durability  and  permanence  -i 
Factors  that  are  so  imfxjrtant  in  papers  used  to  prepare  legal  documents.  We  do  o 
sell  "stock"  papers  which  are  generally  unsuited  to  legal  typewriter  work. 


We  either  manuFacture  or  convert  all  oF  our  products  in  our  own  planhi; 
We  have  one  oF  the  best  equipped  Steel  Die  Engraving  departments  in  the  counti 
devoted  entirely  to  producing  proFessional  stationery.  Our  paper  mills  and  manuFacturir 
Facilities  are  so  strategically  located  as  to  bring  about  exceptionally  low  cost  distributic 
thruout  the  United  States  and  Canada. 


In  presenting  this  catalog  oF  our  products  we  believe  we  have  the  be< 
line  on  the  market  Selling  direct  rtwil  and  thru  representatives  For  so  many  years  has,  w 
Feel,  given  us  the  competence  to  produce  products  that  will  meet  your  most  exactini 
requirements. 
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^nend  \cs^iiallL 


^ 


GENUINE       STEEL      DIE 


WGRAVED     STATIONERY 


^Specialize  — 

Our  specialty  is  Genuine  Steel  Die  Engraved  Stationery  for  the 
i  profession.  A  record  of  50  years  in  designing  and  manufacturing 
fssional  reguirements  has  earned  us  an  unegualed  reputation  in  fur- 
ijig  outstanding  gualities  of  papers  and  workmanship. 


pys  to  use  good  Stationery  — 

I  Using  good  stationery  can  do  more  to  characterize  your  office 
rperhaps  any  other  factor.  Each  year  your  correspondence  reaches 
ireds  of  clients  and  prospects,  and  the  impressions  created  should 
illy  representative  of  your  practice  and  services. 


shave  a  real  value  — 

Every  letter  you  send  is  your  ambassador,  revealing  in  a  strong 
i:  the  character  of  your  services.  FFUEND'S  engraved  stationery  has 
:nce  and  dignity.  The  guality  of  our  papers  and  workmanship  will 
:ably  impress  the  recipient  in  a  way  that  ordinary  stationery  does 
-  and  anything  that  so  adds  to  your  prestige  can  well  be  offered 
Sreal  value. 


!  DIES:  We  do  nof  make  a  charge  for 
e  when  your  initial  order  totals  2000 
:j  pieces,  and  if  copy,  arrangement  and 
■e  such  that  one  combinatior*  Die  can 
d  for  all  items.  Telephone  numbers  or 
les  may  be  deleted  without  injury  to 
■I  when  engraving  envelopes,  etc.  All 
main  in  our  files  for  your  future  orders, 
es  are  made  on  one-half  inch  steel, 
i  not  use  plates,  type-photo  reproduc- 
•r  other  short  cut  methods.  Every  Die 
My  engraved  and  handtooled. 


SERVICE:  Sufficient  time  should  be  allowed 
commensurate  with  good  workmanship,  es- 
pecially in  the  case  of  orders  where  a  new 
Die  is  necessary.  Orders  are  generally  com- 
pleted in  7  to  9  days.  Shipments  are  prompt 
when  your  Die  is  on  file. 

PROOFS:  There  is  no  such  thing  as  a  proof 
of  genuine  engraved  stahonery;  either  Die  is 
made  or  it  is  not  made.  We  will,  however,  be 
glad  to  furnish  additional  samples  arid  can 
give  rough  sketches  in  some  instances. 
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^nend  yc^uaiiL 


i 


QCNUINE       STEEL      DIE 


ENGRAVED     STATIONERY 

Engraving  prices  listed  below  are  BASE  RATES  lor  die-copy  not  exceeding  4  inches  in  width. 
For  large  die-copy,  add  $2.00  per  M  ($200  minimum).  Steel  dies  will  not  be  charged  for  if  your 
initial  order  is  for  2000  or  more  impressions,  and  if  copy  is  average  in  size  and  arrangement 


nirrisftsr  "StBuiili  < 


Our  best  quality 
all  cotton  content 
bond  of  unusual 
beauty,  with  fine 
banknote  snap  to 
lend  authority  to 
your  typewritten 
correspondence. 


UtuiUWi  SHill 


im.tof^  No.  10        14.60       20.60       20.00»    1930"     18. 


•17.10" 


JjtujuU 
ERASABLE  FINISH    < 
Bond 


A  special  treated 
new  cotton  paper 
with    remarkable 
erasing  qualities. 
Correctinq  errors 
is  simply  a  matter 
of  using  a  pencil 
eraser  -  -  no  fuss! 

.o^.  «,<.^ 

,oo 

.coo 

,.oo 

.ooo 

■■■■■■ 

L.H.i<.wdi  8»>ll 

•1130 

» 15.80 

•15.20  m 

'  14.50m 

•ROlj 

11.50 

18.50 

17.90« 

17.20m 

16.71 

PLAIN  PAPCR  ((•  >t«lci  UHm^mWi)  U  S«<mJ  P*«m  S  4J0  »w  r««. 

,f^ 


The  utility  paper 
with  all  qualities: 
brito-white  color. 
T^. ;      T».  -o         I  I      codde  finish  and 

■^]L^^A"t"  ?.°"'^  \  excellent  erasing, 
costing  less  than 
you'd  expect  lo 
pay  lor  sulphites. 


SOTi  LOITON  I  IBPI   COHTrN 


UttoiUKit  Slisll 


E».i.p..  N..  10         11.50        18.50       17.90M   #17.20"     16.7( 


DIPTtftCNTULS  APPLYING  TO  ABOVS  QUAtmCS. 
INVCLOPtS  N..  t%  (..J.a.1.  ni^  «  l_  UttoA.^  IM.II 
MONAXOI  SIHSil.n»*iUi  nt.loH,  «.<|A.  .mli  ,  M»  ■..bl.tlU. 
t 9^**  mh>Wt,\\  L.>lii4ii«i  m4  N*.  (0  Ei   it .MmU..I>. 


DCOUCnONS  U.  . 

•AtRISTIB  K>ND  •».7KI«illOO  ■»•]»  Un  I  I.IO 

ClUSAttS  nNISH  BONO  tVSi7)4  Im  S    -VO  IVSiSM  Imi  S  l-» 

mu  UNCN  lONO  m.TH  \^\  n  tvt.sv,  u«  s   k 
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^nend    \Q/uatUi 


PRINTED     STATIONERY 

1  ■  Highest  grade  letterpress  printed  Letterheads  and  matching  Envelopes  in  our 

'three  popular  paper  qualities.  Attractive  styles  and  arrangements  produced  v/ith  hand- 
set genuine  foundry  types  in  perfect  professional  taste  ■  combined  value  and  economy. 


\  COTTON  f 


Our  best  quality 
all  cotton  content 
bond  of  unusual 
beauty,  with  fine 
banknote  snap  to 
lend  authority  to 
your  typewritten 
correspondence. 

«..   »e,=HT 

=  00 

.ooo 

,ooo 

,ooo 

,oooo 

Ltllnhndi  e»>ll 

•9.80 

«  16.50 

M4.80« 

» 14.20* 

» 13.40M 

I 

En..lop.>  No.  10 

11.80 

17.20 

15.60m 

14  90* 

14.60  « 

PLAIN  PAPER  (to  -ilcS  t.l(*rt>«.4i)  tor  SocooJ  Pogoi  \  S.W  oor  (oo- 
EXTRA  HEAVY  14  lb.  «o.«ht.  add  S  I.OO  oof  M 

AABLE  FINISH    ■< 


A  special  treated 
new  cotton  paper 
with    remarkable 
erasing  cpjalities. 
Correcting  errors 
is  simply  a  matter 
of  using  a  pencil 
eraser  -  ■  no  fussi 

,oo 

.ooo 

,ooo 

,ooo 

lOOOO 

Lottothoaili  9»<ll 

»9.50 

»  13.90 

.  12.20» 

MLeo* 

•10.80* 

Eo..lop«  No.  10 

9.40 

13.80 

12.20* 

11.50" 

11.20* 

POIN  PAPER  (to  -olch  loHorhoidt)  (of  Socond  P.qo.  S  4  30   o«f  fo*- 

Nolo:   Eofolop..  to  «(ft.  ihi.  grodo  .ro  foopLod  in  TiU.  Uooo  Bood,  ffoUf  (^onk 

(  rroN  FiBPr  content 


The  utility  paper 
with  all  qualities: 
bhte- white  color, 
cockle  hnish  and 
excellent  erasing, 
costing  less  than 
you'd  expect  to 
pay  for  sulphites. 


UtUrhcadi   bVtxM 


En-iop-  No.  10         9.40        13.80       12.20*     11.50*    11.20 


VFKHENTULS  A»n.V1N9  to  ASOVC  QUAUTIESt         * 
'WStOnS  N..  «H  {.••■»,•),  »nc*4  M  (m  L*ttoft.«»h  It^-M 
ONAACU  SIZES   L««t«*tt«Ml.  7U.I0M,  ^4  tfc*  mdtAim^  N».  t  < 


OCOUCTIONS  (a*  *m,V  l«tt«A«.d  «■*•.' 

ftARRrSTER  SOND  IK-7M  W>%  %  I  00  tVfi*A  Ui*  S  1  30 

ERASABLE  HNISM  »OND         %Vf7%  Um  S     -90  •Vi'iVt  Um  S  t  30 

TITLE  LINEN  BOND  IM<7U  U«*  «    .79  %VfiVt  \mn  %      90 


12a. 
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QUALITY  SUPPLIES  FOR  THE  LAW  OFFICEl 


April  I,  1961 


PRICES  listed  are  NET  WHOLESALE  to  law  offices  and  stationey  stores,  and  are  not 
subject  to  further  discounts.  Prices  subject  to  change  without  notice.  Sales  taxes  extra. 

TERMS:  NET  CASH  within  30  days  from  date  of  our  invoice.  We  prefer  to  ship  open 
account  to  those  of  recognized  credit  standing  or  on  reference.  We  do  not  ship  C.O.D. 

ORDERS  -  Please  send  detailed  information,  sending  samples  whenever  possible,  with 
notations  on  each  sheet  as  to  quantity,  grade,  changes  in  copy.  Good  copy  is  important. 

SHIPMENTS  F.O.B.  Pasadena,  California.  We  ship  via  the  most  economical  method  and 
add  charges  to  invoice.  Do  not  return  goods  without  first  receiving  our  written  permission. 


id  C-o 


ana  s^ompanu  •  western  division 

55  WEST  GREEN  STREET  •  TcUphen*  SYumor*  3-1767  •  PASADENA  I,  CALIPORNIA 
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C     N  ^Ufl    NC  STCEl/oIS  ^y 

(L.nar'avea    J^tati 


I  _     avauea    — Haaoneru 

ari^lprlOM  listed  below  are  BASE  RATES  for  die  copy  not  exceeding  4  Inches  In  width.    For  large  dte  copy,  odd  $2.00  per  M 
di^wlll  nol  be  charged  lor  1/  rour  Initial  order  1b  (or  2000  or  more  Imi'ressloni;  and  t(  copy  !•  average  In  size  and  arrangement 

17.40    I'    16.80 


mm 


OMuuli, 
USABLE  FINISH 
Bond. 


fti  J^nen  Idond 

0!OTTON  FIBRE  CONTENT 


LitteiUadi  SHill 


Enw*lop«t  No.  10 


-J. 


11.60 
13.60 


18.60  18.00* 


16.10«|     15.60  m 
17.30 «       16.80" 


fi  p*«*i  s  s.n  »*t  <••• 


:ir_; 


LtHarfiaidi  8H1II 


Cnnlopn  No.  10 


14.80 
16.50 


14.20  m 
15.90* 


1; 

13.50  m  I     13.00 
15.20"       14.70 


L>tt«iliM<h  Mm  1 1 
Cjiv«fop*s  No.  10 


9.60 
1050 


-i-li 


'    13.40      '    12.80Mr   12.10m;'  11.60  m 
16.50    i      15.90*       15.20"!      14.70  " 


oneri 

\9A  below  cover  the  regular  proleMionsl  atatlonery  slylea  and  airangemenb  produced  with  genuine  hand  set  loundry  type. 


'^ 


'9.80       '   15.50     '   13 


USABLE  FINISH 
Uand 


E 

'e  Xinon  idond 

COTTON  FIBRE  CONTENT 


L«K«<»«<li  SH>II 
EnrvlopM  No.  10 

PLAIN  PAPEB  (la  «Hcl 
EXTRA  HEAVY  24  lb   w. 

LotUrfuiili  a'/iall 
En*«lopM   No.   10 


UHo^oadi  8H>M 
Cuolop..  No.  10 


80  M 
14.60" 


'  13.20  M I '  12.40  M 
13.90"       13.60  M 


'    12.90    l'    11.20m   '  10.60m    '    9.80  m 
12.80    1      11.20"       10.50"       10.20  * 


7.80 
8.70 


11.50 
12.80 


PtAIN  PAPER  (t«  mtkA  laHarW*^)  Ur  Sm«*4  PafM  S  S-M  pot  wmi 

EXTRA  MKAVY  3i  lb.  ..Ifhl,  .M  t  1.00  m«  M 


9.80  m 
11.20* 


9.20  m 
10.50  * 


8.40 
1020 


rriAU  APP1.V1N«  TO  AIOV«  QUAUTIESi 
*S  N«    AU  («•.■  iii«l,  »n<W  •«  U»  L*H«4m*4«  •"!  »' 
M  SIZES-  L«w<il.i«Ji  71A>1oyi,  mJ  *•  -•4d>)-«  NA.  I 
•*kW  M  Iot  •Vt.n  UMmUWi  Md  N«.  10  Ca*«l«*M 


DEDUCTIONS  U  >m.lt  li«.*i*W  ■)■••. 

BARRISTER  eONO  It^  > 7^4  l«<  S  t  00  iVS*9H  l*M  S  IJO 

ERASABLE  FINISH  BOND        BW*7M  Um  S     «0  BV^.SyS  U«  %  1.20 

Trac  LINEN  BOND  SVi.7K  ha  t     79  BH'SM  taa  S    .ft 
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QUALITY  SUPPLIES  F©C:i  7ME  LAW  OFFICE 


PfilCE  LIS 


January   I,   1964 


PRICES  listed  are  NET  WHOLESALE  to  law  offices  and  stationey  stores,  and  are  not 
subject  to  further  discounts.  Prices  subject  to  change  without  notice.  Sales  taxes  extra. 

TERMS:  NET  CASH  within  30  days  from  date  of  our  invoice.  We  prefer  to  ship  open 
account  to  those  of  recognized  credit  standing  or  on  reference.  We  do  not  ship  C.O.D. 

ORDERS  -  Please  send  detailed  information,  sending  samples  whenever  possible,  with 
notations  on  each  sheet  as  to  quantity,  grade,  changes  in  copy.  Good  copy  is  important. 

SHIPMENTS  F.O.B.  Pasadena,  California.  We  ship  via  the  most  economical  method  and 
add  charges  to  invoice.  Do  rK>t  return  goods  without  first  receiving  our  written  permission. 


id  v^o 


and   y^ompanu  •  western  division 

55  WEST  GREEN  STREET  •  Telephone  SYcamore  3-1767  •  PASADENA  I,  CAUFORNIA 
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G  c  n(u'i  ne       stssl/oi  i^~^ 


ctng  pric«3  below  aro   BASE  RATES  lor  dlo  copy  not  over  4  tnchea  wide.  For 
»1iei  will  not  be  chanjed  for  II  your  initial  order  19  for  2000  or  more  impressions. 

arger  dies,  add  $2.00  per  M  (1200  minimum) 
and  If  COPY  la  average  In  size  and  arranqemeril. 

.... 

30..,.    WOCHT                                SOO 

lOOO                      3000           1 

SOOO 

lo.ooo      : 

U-J 

L.u.,i...<i.  sx<ii        '   12.60 

Es..lop..  No.  10                   14.60 

l'    18.40    :'    17.80«    ' 

17.10«  ' 
19J0* 

16.60  «  1 
18.80  «  1 

'Jamcit35irljjia'i^S> 

;     20.60    1     20.00 « 

CXTHA  HEAVY  J<  lb   ..1,1.1.  .U  5  I.OO  . 

7";'-"""° " 

Oi/tUndi 

;rasable  finish 

Bond 

JOIO     wmoHT                                      OOO 

lOOO                         3000 

oooo 

loooo       : 

I..U*rlt..d.  3li>ll           '         11.30 
Ea»lop«  Ne.  10            1         11.50 

i'    15.80     '    15.20«   ' 
I      18.50    ;      17.90«  i 

14.50m  • 
17.20'*  ; 

14.00  M  : 
16.70  «  1 

0L»1N  PAPEH  (U  ..Irh  l.li..h.4J.)  1..  S 

,t.,i  \.  Y.il.  Li...  B.sJ,  »g>l.'  Ii».l.. 

JO^».  WEiOMT                             SOO 

lOOO                      3000 

DOOO 

.oooo       : 

■n 

Ulterheiili  SKxIl           \         10.60 
Em.lop.1  Ne.  10            1         11.50 

i'    14.40    ;'    13.80*.!^ 

13.10a,    ' 

12.60  M  i 

Ttle  Xinert  Bond 

1      18.50  T    17.90»| 

17.20- 

16.70  «  i 

PLAIN  PAPta  (»  -.Uk  l.ll..h..J S 

»TRA  HCAVY  34  lb    ..Igkt.  *U  S  t.OO  ^ 

•sonJ  Ps«*.  $  3.M  p*r  MS* 

■ 

(■^rinted   J^tatl 


onevL 


pM  lM«d  below  cowr  th«  reoulv  professional  stationery  styles  and  arrangomenlt  produced  with  ^nulne  hand  set  foundry  typee 


"io'Ji'w^IoH-; ] "eoo"     'j     ""ooo   ■       "'.OOO       ^ 

yiyo 

.OOOO      : 

m 

UHarhuds  Sti.ll 
Eavelepas   No.   10 

'     9.80      '    16.50    1 '  14.80  m 

'  14.20  M ; ' 

13.40  m  i 

ktrristtier'SlcDmJi 

11.80           17.20    :     15.60" 

14.90  » 1 

14.60  *  j 

'ctm  "  a"  Ts  ri!  "ruV''  M  ^"t '"" ' '"  *" '""                     i 

lot...  WOOHX                   1             SOO             '           lOOO                      JOOO 

SOOO 

.oooo      : 

(iMtndi, 

L.i»rk.«f,»vi.ii     j        9.50     ]       13.90         12.20  <t 

'  11.60m  ;* 

10.80  M  i 

ERASABLE  FINISM 
Bond. 

g—iepe.  No.  .0        i        9.40     1      13.80         12.20- 

11.50  "1 

11.20"  j 

^"E!!!!^!lI^'!i;"*!^'.!r.!^Il^/J:!!!I.r^.iw«.v                     1 

aOl...  WClOMT 

!00                           lOOO              j            3000 

SOOO 

.oooo      : 

n 

LalterheaiJs  SHhII 

'     8.80      '    12.60    1'  10.90  m 

'  10.30  «  i  ' 

9.50  «  1 

Ttle  J^inen  Bond 

Eovalopos  No.  10 

9.40     I      13.80    i     12.20* 

11.50  « 

11.20*1 

50%  COnoN  FIBRE  CONTENT 

PLAIN  PAPER  lie  ••■teh  IsHs^ssd*  1  fs*  SssmJ  Psg«f  SJ.tO    a«t  wass 

OCRGNTULS  APPLYING  TO  A90VS  QUALITIKS:  DEDUCTION!;  Uf  •«*H  l*%tarl>Md  lii*!! 

CaOPCS  N*.  «K  (..^.i»).  »»c.4  *.  Ur  I.M>'k«.<l.  iM.tl  BARRISTCn  BONO  S'A.rU  l«f«  S  1.00  «M>SV^  lot  S  l-M 

MARCU  SI2CS.  Ut***tk«*4«  7!4>10M.  ^4  th*  ottchM^  N*.  •  ^i<iUJ  flw  CRASA8LC  FINISH  BOND         IW-rM  Imi  S    .90  %VtmyA  !«•  %  t-M 

(•»M.»ri(*4  M  kr  ■^^.^  UHwkM^  Mi  N«.  10  C«».Uf>M,  »»»Mti>^.  T1TLG  LINEN  BONO  •V^.7MUmS     7S  IW-SV^  Im*  S     .90 


—  16a  — 
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RELEVANT   STATUTORY   MATERIAL 

15  U.S.C.  §1111 

Notwithstanding  the  provisions  of  section  1072  of  tl 
title,   a   registrant   of   a   mark   registered   in   the   Pate 
Office,  may  give  notice   that  his  mark  is  registered 
displaying  with  the  mark  as  used  the  words  "Register 
in  U.  S.  Patent  Office"  or  "Reg.  U.  S.  Pat.  Off."  or  t". 
letter  R  enclosed  within  a  circle,  thus  ®;  and  in  any  sm 
for  infringement  under  this  chapter  by  such  a  registraa 
failing  to  give  such  notice  of  registration,  no  profits  anj 
no  damages  shall  be  recovered  under  the  provisions  < 
this  chapter  unless  the  defendant  had  actual  notice  of  tK 
registration. 

15  U.S.C.  §1114(1) 

(1)     Any   person   who    shall,   without    the   consent  ( 
the  registrant — 

(a)  use  in   commerce   any  reproduction,  countej*; 
feit,  copy,  or  colorable  imitation  of  a  registered  mar 
in  connection  with   the   sale,   offering  for   sale,   dis 
tribution,  or  advertising  of  any  goods  or  services  ool 
or  in  connection  with  which  such  use  is  likely  to  cans 
confusion,  or  to  cause  mistake,  or  to  deceive;  or 

(b)  reproduce,  counterfeit,  copy,  or  colorably  imi 
tate  a  registered  mark  and  apply  such  reproduction 
counterfeit,  copy,  or  colorable  imitation  to  labels 
signs,  prints,  packages,  wrappers,  receptacles  or  ad 
vertisements  intended  to  be  used  in  commerce  upoi 
or  in  connection  with  the  sale,  offering  for  sale 
distribution,  or  advertising  of  goods  or  services  oi 
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I  or  in  connection  with  which  such  use  is  likely  to  cause 
confusion,  or  to  cause  mistake,  or  to  deceive. 

bKU  be  liable  in  a  civil  action  by  the  registrant  for  the 
rfQedies  hereinafter  provided.  Under  subsection  (b)  of 
tfe  section,  the  registrant  shall  not  be  entitled  to  recover 
pofits  or  damages  unless  the  acts  have  been  committed 
wth  knowledge  that  such  imitation  is  intended  to  be  used 
tdcause  confusion,  or  to  cause  mistake,  or  to  deceive. 
liU.S.C.  §1115(b) 

(b)  If  the  right  to  use  the  registered  mark  has  be- 
Mie  incontestable  under  section  1065  of  this  title,  the 
rgistration  shall  be  conclusive  evidence  of  the  regis- 
bmt's  exclusive  right  to  use  the  registered  mark  in 
3cmnerce  on  or  in  connection  wih  the  goods  or  services 
secified  in  the  affidavit  filed  under  the  provisions  of 
sid  section  1065  subject  to  any  conditions  or  limitations 
sited  therein  except  when  one  of  the  following  defenses 
)  defects  is  established: 

(1)  That  the  registration  or  the  incontestable  right 
t|  use  the  mark  was  obtained  fraudulently ;  or 

(2)  That  the  mark  has  been  abandoned  by  the  regis- 
;ant;  or 

(3)  That  the  registered  mark  is  being  used,  by  or 
p.th  the  permission  of  the  registrant  or  a  person  in 
dvity  with  the  registrant,  so  as  to  misrepresent  the 
•urce  of  the  goods  or  services  in  connection  with  which 
;e  mark  is  used;  or 

(4)  That  the  use  of  the  name,  term,  or  device  charged 
;  be  an  infringement  is  a  use,  otherwise  than  as  a  trade 
•  service  mark,  of  the  party's  individual  name  in  his 
vn  business,  or  of  the  individual  name  of  anyone  in 
rivity  with  such  party,  or  of  a  term  or  device  which  is 
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descriptive  of  and  used  fairly  and  in  good  faith  onljljo 
describe  to  users  the  goods  or  services  of  such  party,  r 
their  geographic  origin;  or  , 

(5)  That  the  mark  whose  use  by  a  party  is  chariH 
as  an  infringement  was  adopted  without  knowledge  f 
the  registrant's  prior  use  and  has  been  continuously  u  J 
by  such  party  or  those  in  privity  with  him  from  ace 
prior  to  registration  of  the  mark  under  this  chapteri'r 
publication  of  the  registered  mark  under  subsection 
of  section  1062  of  this  title :  Provided,  hoivever,  That  , 
defense  or  defect  shall  apply  only  for  the  area  in  wlji 
such  continuous  prior  use  is  proved;  or 

6)  That  the  mark  whose  use  is  charged  as  an  infriii,- 
ment  was  registered  and  used  prior  to  the  registralv: 
under  this  chapter  or  publication  under  subsection  (c 
section  1062  of  this  title  of  the  registered  mark  of 
registrant,  and  not  abandoned:  Provided,  however,  Til 
this  defense  or  defect  shall  apply  only  for  the  areau 
which  the  mark  was  used  prior  to  such  registrationi|: 
such  publication  of  the  registrant's  mark;  or 

(7)     That  the  mark  has  been  or  is  being  used  to  ^ 
late  the  antitrust  laws  of  the  United  States. 

15  U.S.a  §1116 

I 
The    several   courts    vested   with   jurisdiction    of   c| 

actions  arising  under  this  chapter  shall  have  power  ) 

grant  injunctions,  according  to  the  principles  of  eqiiij 

and  upon  such  terms  as  the  court  may  deem  reasonau 

to  prevent  the  violation  of  any  right  of  the  registrant i; 

a  mark  registered  in  the  Patent  Office.    Any  such  inju 

tion  may  include  a  provision  directing  the  defendant] 

file  with  the  court  and  serve  on  the  plaintiff  within  thi 

days  after  the  service  on  the  defendant  of  such  inju 


II 
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ill,  or  such  extended  period  as  the  court  may  direct, 
I,  pport  in  writing  under  oath  setting  forth  in  detail  the 
ohner  and  form  in  which  the  defendant  has  complied 
r]h  the  injunction.  Any  such  injunction  granted  upon 
lering,  after  notice  to  the  defendant,  by  any  district 
ic'rt  of  the  United  States,  may  be  served  on  the  parties 
iginst  whom  such  injunction  is  granted  anywhere  in 
ri  United  States  where  they  may  be  found,  and  shall  be 
ijjrative  and  may  be  enforced  by  proceedings  to  punish 
c  contempt,  or  otherwise,  by  the  court  by  which  such 
Dimction  was  granted,  or  by  any  other  United  States 
litrict  court  in  whose  jurisdiction  the  defendant  may  be 
end. 

Che  said  courts  shall  have  jurisdiction  to  enforce  said 
nunction,  as  provided  in  this  chapter,  as  fully  as  if  the 
qunction  had  been  granted  by  the  district  court  in  which 
tis  sought  to  be  enforced.  The  clerk  of  the  court  or 
ilge  granting  the  injunction  shall,  when  required  to  do 
(by  the  court  before  which  application  to  enforce  said 
function  is  made,  transfer  without  delay  to  said  court 
,3ertified  copy  of  all  papers  on  file  in  his  office  upon 
i'ich  said  injunction  was  granted. 

It  shall  be  the  duty  of  the  clerks  of  such  courts  within 
B  month  after  the  filing  of  any  action,  suit,  or  proceed- 
tj  arising  under  the  provisions  of  this  chapter  to  give 
itice  thereof  in  writing  to  the  Commissioner  setting 
cth  in  order  so  far  as  known  the  names  and  addresses 
I  the  litigants  and  the  designating  number  or  numbers 
I  the  registration  or  registrations  upon  which  the  action, 
it,  or  proceeding  has  been  brought,  and  in  the  event 
iy  other  registration  be  subsequently  included  in  the 
tion,  suit,  or  proceeding  by  amendment,  answer,  or 
lier  pleading,  the  clerk  shall  give  like  notice  thereof  to 
e  Commissioner,  and  within  one  month  after  the  deci- 
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sion  is  rendered,  appeal  taken  or  a  decree  issued  the  cl'fc 
of  the  court  shall  give  notice  thereof  to  the  Commission- 
and  it  shall  be  the  duty  of  the  Commissioner  on  receipijlf 
such  notice  forthwith  to  endorse  the  same  upon  the  L 
wrapper  of  the  said  registration  or  registrations  andj 
incorporate  the  same  as  a  part  of  the  contents  of  ii 
file  wrapper.  July  5,  1946,  c.  540,  Title  VI,  §  34,  60  S.^- 
439. 

15  U.S.C.  §1117 

When  a  violation  of  any  right  of  the  registrant  oi 
mark  registered  in  the  Patent  Office  shall  have  bh 
established  in  any  civil  action  arising  under  this  chapi, 
the  plaintiff  shall  be  entitled,  subject  to  the  provisiomif 
sections  1111  and  1114  of  this  title,  and  subject  to  1 1 
principles  of  equity,  to  recover  (1)  defendant's  pro:t, 
(2)  any  damages  sustained  by  the  plaintiff,  and  (3)  i ! 
costs  of  the  action.  The  court  shall  assess  such  prcn 
and  damages  or  cause  the  same  to  be  assessed  under  ii 
direction.  In  assessing  profits  the  plaintiff  shall  be  ' 
quired  to  prove  defendant's  sales  only;  defendant  mi: 
prove  all  elements  of  cost  or  deduction  claimed.  In  i 
sessing  damages  the  court  may  enter  judgment,  accord; 
to  the  circumstances  of  the  case,  for  any  sum  above  ' 
amount  found  as  actual  damages,  not  exceeding  thli 
times  such  amount.  If  the  court  shall  find  that  the  amoil 
of  the  recovery  based  on  profits  is  either  inadequate  i 
excessive  the  court  may  in  its  discretion  enter  judgmil 
for  such  sum  as  the  court  shall  find  to  be  just,  accord  : 
to  the  circumstances  of  the  case.  Such  sum  in  either  i; 
the  above  circumstances  shall  constitute  compensal  i 
and  not  a  penalty. 


n 
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)  U.S.C.  -^1125 (a) 

j  (a)  Any  person  who  sliall  affix,  apply,  or  annex,  or 
,se  in  connection  with  any  goods  or  services,  or  any 
ontainer  or  containers  for  goods,  a  false  designation  of 
rigin,  or  any  false  description  or  representation,  includ- 
}g  words  or  other  symbols  tending  falsely  to  describe  or 
epresent  the  same,  and  shall  cause  such  goods  or  services 
p  enter  into  commerce,  and  any  person  who  shall  with 
bowledge  of  the  falsity  of  such  designation  of  origin  or 
escription  or  representation  cause  or  procure  the  same 
p  be  transported  or  used  in  commerce  or  deliver  the  same 
0  any  carrier  to  be  transported  or  used,  shall  be  liable 
D  a  civil  action  by  any  person  doing  business  in  the 
Dcality  falsely  indicated  as  that  of  origin  or  in  the 
egion  in  which  said  locality  is  situated,  or  by  any  person 
i7ho  believes  that  he  is  or  is  likely  to  be  damaged  by  the 
ise  of  any  such  false  description  or  representation. 

Jalifornia  Civil  Code  §3294 

"In  any  action  for  the  breach  of  an  obligation  not  arising 
iiom  contract  where  the  defendant  has  been  guilty  of 
tppression,  fraud,  or  malice,  express  or  implied,  the 
)laintiff,  in  addition  to  the  actual  damage,  may  recover 
lamages  for  the  sake  of  example  and  by  way  of  punish- 
ng  the  defendant." 

California  Civil  Code  §3369 

I  §  3369.  [Relief  not  granted  to  enforce  penalty,  for- 
feiture or  penal  law:  Exceptions:  Unfair  competition 
3njoinable:  Definitions:  Who  may  prosecute  actions.] 
L.  Neither  specific  nor  preventive  relief  can  be  granted 
to  enforce  a  penalty  or  forfeiture  in  any  case,  nor  to 
anforce  a  penal  law,  except  in  a  case  of  nuisance  or  un- 
fair competition. 
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2.  [Unfair  competition  enjoinable.]  Any  person  pe 
forming  or  proposing  to  perform  an  act  of  unfair  cod 
petition  within  this  State  may  be  enjoined  in  any  cou]i 
of  competent  jurisdiction. 

3.  [Definitions.]  As  used  in  this  section,  unfair  ecu 
petition  shall  mean  and  include  unfair  or  fraudulent  bus 
ness  practice  and  unfair,  untrue  or  misleading  adverti 
ing  and  any  act  denounced  by  Penal  Code  sections  654 
654b  or  654c. 

4.  As  used  in  this  section,  the  term  person  shall  mea 
and  include  natural  persons,  corporations,  firms,  partne;' 
ships,  joint  stock  companies,  associations  and  other  o: 
ganizations  of  persons. 

5.  [Who  may  prosecute  actions.]  Actions  for  injunit 
tion  under  this  section  may  be  prosecuted  by  the  Attorney 
General  or  any  distract  attorney  in  this  State  in  the  nam 
of  the  people  of  the  State  of  California  upon  their  ow. 
complaint  or  upon  the  complaint  of  any  board,  officer 
person,  corporation  or  association  or  by  any  person  ac: 
ing  for  the  interests  of  itself,  its  members  or  the  geneni 
public. 
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Appellant, 
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APPELLEE'S   BRIEF 

I 

QUESTIONS    PRESENTED 

Was  The  Evidence  Submitted  Sufficient 

To  Sustain  The  Conviction? 

Did  The  Court  commit  error  by  permitting  the 

defendant's  witness  to  testify  after  the  witness 

was  fully  advised  of  his  constitutional  rights 

relating  to  self  incrimination? 


II 

STATEMENT  OF   FACTS 

On  May  25,    1967,   Frank  Figueroa,   Agent  of  the  Federal 
Bureau  of  Narcotics  was  introduced  to  one  Jose  Galindo  by  an 
informant  of  the  Bureau  of  Narcotics    (R.  T.    66).   — 

The  introduction  took  place  at  3067  Feather  Street,    Baldwin 
Park,    California   (R.  T.    66).    Agent  Figueroa  and  Galindo 
discussed  the  possibility  of  Figueroa  purchasing  heroin  and 
arrangements  were  made  for  Figueroa  to  return  the  following 
day   (R.  T.    68). 

On  May  26,    1967  Agent  Figueroa  and  the  informant 
returned  to  the  residence  located  at  3067  Feather  Street, 
Baldwin  Park  at  about  1:00  P.  M.  ,    and  met  once  again  with 
Galindo    (R.  T.    68).    After  Galindo  received  a  telephone  call,    he 
left  the  residence  along  with  Agent  Figueroa  and  the  informant. 
These  three  men  proceeded  in  the  informant's  truck  to  Tenth  and 
San  Pedro  Streets,    Los  Angeles    (R.  T.    69).    At  this  location 
Galindo  left  the  vehicle  and  met  with  defendant  Jesus  Maria 
Valdez  Quintero    (R.  T.    70,    73).    After  a  brief  conversation 
Galindo  returned  to  the  truck  and  defendant  Quintero  entered  a 
1961  Mercury  Automobile    (R.  T.    70). 

Galindo,    the  informant,    and  Agent  Figueroa  entered  the 
truck  and  drove  past  the  1961  Mercury.    Galindo  then  signaled 


1/  Refers  to  reporter's  transcript 
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the  people  in  the  automobile  to  follow  the  truck   (R.  T.    71). 
Co-defendant,   Celia  Gonzales  Ramirez,  was  also  in  the  Mercury 
(R.  T.    73).     The  truck,   with  the  Mercury  following,    proceeded 
to  3067  Feather  Street,    Baldwin  Park,    where  all  of  these  people 
entered  the  residence   (R.  T.    71,    73). 

Inside  the  residence  Galindo  introduced  Agent  Figueroa 
and  the  informant  to  defendant  Quintero  and  co-defendant  Ramirez. 
Galindo,    speaking  to  Quintero  and  Ramirez,    referred  to  Agent 
Figueroa  and  the  informant  as  the   "people  who  want  to  buy  the 
heroin.  "    (R.  T.    75.  ) 

Agent  Figueroa  asked  Quintero,     "Do  you  have  the 
heroin?"     Quintero  respondend  that  he  did  have  the  heroin 
(R.  T.    76). 

Quintero  acknowledged    $500   was  an  agreeable  price  for 
seven  ounces  of  heroin   (R.  T.    76).    Agent  Figueroa  then  asked 
Quintero  if  he    [Figueroa]    could  see  and  examine  the  seven 
ounces  of  heroin.    Quintero  then  instructed  the  co-defendant 
Ramirez  to  produce  the  heroin  for  Agent  Figueroa   (R.  T.    76). 
Miss  Ramirez  then  removed  a  package  from  her  purse  and 
handed  it  to  Quintero  who  handed  it  to  Agent  Figueroa,   who 
opened  the  package    (R.  T.    77).     This  package  contained 
Government  Exhibit  No.    1    (R.  T.    79)    and  was  determined  to  be 
heroin   (R.  T.    82). 

After  Agent  Figueroa  opened  the  package  Quintero  asked 
him  if  he  had  the  money.    Agent  Figueroa  said  that  he  had  the 
money  and  would  get  it  to  Quintero  as  soon  as  he  looked  at  the 
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[heroin   (R.  T.    78).    Agent  Figueroa  examined  the  heroin  and  told 
khe  informant  to  go  to  the  car  and  get  the  scales  so  that  the 
quantity  of  heroin  could  be  weighed    (R.  T.    80).    Quintero  and 
Miss  Ramirez  said  that  they  never  gave  bad  weight  to  one  of 
their  heroin  customers    (R.  T.    81). 

Shortly  after  the  informant  left  the  residence  to  get  the 
scales,    agents  of  the  Federal  Bureau  of  Narcotics  responding 
to  a  pre-arranged  signal  by  the  informant  entered  the  above 
described  residence  and  placed  Quintero,    Ramirez  and  Galindo 
under  arrest    (R.  T.    85).    At  the  time  of  the  transaction  there 
was  no  mention  of  the  heroin  order  form  issued  for  that  purpose 
by  the  Secretary  of  the  Treasury.     This  order  form  was  not 
produced  by  any  of  the  parties  to  the  transaction   (R.  T.    86). 

The  first  witness  called  on  behalf  of  the  defendant 
Quintero  was  Mr.    Jose  Rivera  Galindo,   who  the  day  prior  to 
trial,    had  entered  a  guilty  plea  to  violating  the  Federal  Narcotics 
laws    (R.  T.    118,    123).    Galindo  was  charged  in  the  same  three 
count  indictmient  which  was  before  the  Court  in  the  instant  case 
(R.  T.    125).    Galindo  plead  guilty  to  one  count    (R.  T.    126).     Prior 
to  the  testimony  of  Galindo  there  was  some  discussion  with 
regard  to  Galindo' s  constitutional  rights  of  self  incrimination 
(R.  T.    118-123). 

At  the  beginning  of  the  defendant's  case  Galindo  was  not 
present  in  the  courtroom.     Counsel  for  Quintero  objected  to  the 
Court's  suggestion  and  request  that  Quintero  proceed  with  his 
defense  during  the  time  period  that  the  Court  was  waiting  for 
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Galindo   (R.  T.    114-123).    Galindo  arrived  and  took  the  witness 
stand  and  was  fully  advised  of  his  constitutional  rights  with 
respect  to  self  incrimination  (R.  T.    124-128). 

Direct  examination  of  Galindo  was  then  commenced  by 
counsel  for  Quintero   (R.  T.    129).    Galindo  testified  on  direct 
examination  that  Quintero  knew  nothing  about  the  heroin 
transaction  involved  in  this  case   (R.  T.    130). 


in 

ARGUMENT 


1.  The  Evidence  Was  Sufficient  To  Sustain 

The  Conviction. 


It  is  a  well  settled  rule  that  on  appeal  the  Court  is 
required  to  consider  the  evidence  in  a  light  most  favorable  to 
the  Government.     The  test  applied  is  whether  reasonable  minds 
could  find  that  the  evidence  excludes  every  hypothesis  but  that 
of  guilt. 

Lustiber  v.    United  States,    386  F.  2d  132,    134 

(9th  Cir.    1967); 
Barnard  v.    United  States,    342  F.  2d  309,    317 

(9th  Cir.    1965); 
Kaplan  v.    United  States,    329  F.  2d  561 
(9th  Cir.    1964); 
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Peek  V.    United  States,    321  F.  2d  934,    945 
(9th  Cir.    1963). 

The  evidence  in  the  instant  case  was  substantial  against 
Quintero.    At  the  time  and  place  of  transaction  which  led  to  the 
instant  case  Quintero  was  not  only  present  but  was  indeed  an 
active  participant    (R.  T.    75-85).    Agent  Figueroa  had  made  the 
arrangements  for  the  heroin  purchase    the  preceding  day  with  one 
Jose  Galindo   (R.  T.    68).    When  Galindo  introduced  Agent  Figueroa 
to  Quintero,   Galindo  said  to  Quintero  that  Figueroa  was  the  one 
who  wanted  to  buy  the  heroin   (R.  T.    75).    A  discussion  ensued 
between  Quintero  and  Agent  Figueroa  in  which  Agent  Figueroa 
inquired  if  Quintero  had  the  heroin.    Quintero  respondend 
affirmatively    (R.  T.    76).    After  talking  about  the  price  Agent 
Figueroa  requested  to  examine  the  heroin.    At  this  point  Quintero 
obtained  the  seven  ounces  of  heroin  from  co-defendant  Ramirez 
and  handed  it  to  Agent  Figueroa   (R.  T.    77). 

Quintero  expressed  his  concern  for  the  money  and  was 
told  by  Agent  Figueroa  that  he  would  get  the  money  as  soon  as 
he  could  examine  the  heroin   and  determine  the  weight  of  the 
heroin  which  was  involved   (R.  T.    80).    Quintero  and  co-defendant 
Ramirez  stated  that  they  never  gave  bad  weight  to  any  of  their 
heroin  customers    (R.  T.    81). 

It  is  respectfully  submitted  that  the  evidence,  considered 
in  a  light  most  favorable  to  the  Government,  is  overwhelming  to 
sustain  the  conviction  of  Quintero. 
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2.  There  Was  No  Error  Committed  By 

The  Court  In  Permitting  The  Defendant's 
Witness  To  Testify  After  That  Witness 
Had  Been  Fully  And  Completely  Advised 
Of  His  Constitutional  Rights  Relating 
To  Self  Incrimination. 


Mr.    Jose  Galindo  was  called  as  a  witness  on  behalf  of 
Quintero.    Galindo  had  previously  entered  a  guilty  plea  to  one 
count  in  the  three  count  indictment    (R.  T.    118,    123,    125,    126). 
Galindo  was  not  in  Court  when  Quintero  was  ready  to  commence 
his  case.     The  Court  asked  Quintero  to  begin  his  case  while 
Galindo  was  on  his  way  to  the  courtroom    (R.  T.    119-123). 

Quintero  insisted  on  waiting  for  Galindo  to  arrive  and  for 
Galindo  to  testify  as  his  first  witness    (R   T.    114-12:3). 

Counsel  for  Quintero  indicated  his  belief  that  Galindo 
would  exercise  his  Fifth  Amiendment  rights  against  self 
incrimination   (R.  T.    119). 

The  only  com  ern  of  the  defendant  was  that  they  didn't 
want  to  proceed  with  any  evidence  prior  to  Galindo' s  testimony 
(R.  T.    119-123). 

Galindo  took  the  witness  stand  and  was  fully  and 
completely  advised  of  his  constitutional  rights  relating  to  self 
incrimination  by  the  Court   (R.  T.    123-128).    Galindo's  testimony 
was  very  favorable  to  Quintero.    Galindo  testified  that  Quintero 
did  not  know  anything  about  the  heroin   (R.  T.    130). 

The  defendant  cites  no  authority  for  the  proposition  that 
it  is  reversible  error  to  permit  a  witness  to  testify  in  the  absence 
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of  his  attorney. 

Even  if  this  could  be  considered  error  it  must  be 
harmless  since  Galindo  was  fully  advised  of  his  rights  and 
still  wanted  to  testify.    Further,    any  error  was  surely  harmless 
since  Galindo' s  testimony  was  beneficial  rather  than  harmful  to 
Quintero. 

IV 
CONCLUSION 

For  the  foregoing  reasons  it  is  respectfully  submitted 

that  the  decision  of  the  trial  court  should  be  affirmed. 

Respectfully  submitted, 

WM.     MATTHEW   BYRNE,   JR. 
United  States  Attorney 

ROBERT    L.    BROSIO 

Assistant  U.    S.    Attorney 
Chief,    Criminal  Division 

HOWARD   B.    FRANK 
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No.  22492 
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FOR  THE  NINTH  CIRCUIT 


Southern  California  Edison  Company,  a  corpora- 
tion, 

Appellant, 
vs. 
United  States  of  America, 

Appellee. 


APPELLANT'S  REPLY  BRIEF. 


I. 

Introduction. 

In  this  case  we  made  below,  and  make  now,  these 
essential  points : 

1.  Absolute  liability  is  an  extreme  rule,  should  be 
applied  only  in  rare  and  manifest  cases  and  cannot  be 
imposed  by  administrative  action  in  the  circumstances 
here  present. 

2.  That  the  contract  (the  use  permit)  in  question 
must  be  interpreted  to  save  its  Constitutionality,  if 
possible,  and  does  not,  as  a  matter  of  law,  and  especial- 
ly, upon  motion  for  summary  judgment,  impose  abso- 
lute liability  upon  defendant. 

3.  The  contract  by  its  terms  does  not  impose  ab- 
solute liability. 

4.  Any  interpretation  of  the  contract  which  im- 
posed absolute  liability  on  the  defendant  while  leaving 
its  publicly-owned  or  consumer-owned  counterparts  re- 
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sponsible  only  for  negligence  is  a  denial  of  due  process 
of  law  and  the  contained  guarantee  of  equal  protection 
of  the  laws  established  in  the  Fifth  Amendment. 

Ordinarily,  one  would  suppose  that  an  appellant's 
reply  brief  would  be  devoted  only  to  rebuttal,  and 
to  reply  to  any  new  matter  properly  introduced  into 
that  brief.  In  our  case,  however,  such  cannot  be  the 
case.  The  United  States,  through  the  Attorney  General 
and  the  United  States  Attorney  has:  (1)  completely 
failed  to  meet  the  issues  of  law  presented  in  the  open- 
ing brief,  and  (2)  introduced  no  new  material 
whatsoever.  With  all  due  respect,  we  submit  that  the 
Government's  brief  is  a  parade  of  outmoded  precedents, 
of  cases  which  are  not  precedents  at  all,  and  a  repeti- 
tion of  statements  which  are  taken  as  true  only  be- 
cause the  Government  says  that  they  are  true.  Worse, 
the  brief  seems  to  ignore  or  quietly  concede  our  points. 
Is  this  in  hope  the  Court  will  overlook  what  we  think 
are  compelling  precedents  and  convincing  arguments? 

This  is  not  a  negligence  case.  This  is  solely  a  claim 
that  Edison  is  absolutely  liable  under  a  contract  condi- 
tion. The  Government  expressly  stipulated  that  the 
Edison  Company  (defendant  and  appellant)  was  not 
negligent,  thereby  avoiding  the  trial  of  the  issue,  of 
contributory   negligence    and    assumption    of    risk. 

There  is  attached  to  this  brief  as  Appendix  A,  a 
list  of  all  of  the  authorities  cited  in  the  Government's 
brief  in  chronological  order.  In  some  cases,  the  citation 
of  authority  was  extremely  general  and  we  do  not  know 
the  primary  source  with  any  degree  of  exactitude.  For 
example,  on  page  16  of  appellee's  brief,  it  is  stated, 
"Since  the  times  of  Aethelbert  and  Alfred  the  Great, 
the   doctrine   of   torts   was   that   of   absolute   liability." 

This  statement  is  rested  on  no  primary  authority 
and  on  no  text  or  precedent  at  all  as  far  as  one  can 
read    in   the    government's    brief.    In    English    history 
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there  were  at  least  two  Aethelberts.  One  was  King  of 
Kent  and  ruled  from  560  for  about  forty  years. 
The  other  Aethelbert,  a  brother  of  Alfred  the  Great, 
was  King,  first  of  Kent,  then  also  of  Wessex.  He 
ruled  from  about  858  to  865.  Which  King  is  the  one 
meant  is  unknown  to  us. 

1  Encyclopaedia  Britannica   (1964  Ed.)   230. 

Alfred  the  Great  was  King  of  the  West  Saxons 
before  the  unification  of  Great  Britain.  He  lived  until 
about  900. 

1  Encyclopaedia  Britannica  (1964  ed.)  595. 

Sir  Frederick  Pollock  and  Frederick  William  Mait- 
land,  in  their  classic  History  of  English  Law  (2d  Ed. 
1909),  entitle  the  chapter  dealing  with  Ethelbert  I  and 
Alfred  the  Great,  "The  Dark  Age  in  Legal  History." 
It  is  difficult  to  say  more  concerning  the  value  of  these 
authorities. 

Surely  when  the  Government  says  that  "Negligence 
was  unknown  to  the  law  until  some  thousand  years 
later,"  (Government's  Brief,  p.  16)  that  is  to  say  until 
1900,  there  is  a  serious  mistake.  See  Appendix  B. 

We  do  not,  of  course,  contend  that  the  ancient  au- 
thorities are  worthless.  In  fact,  the  ancient  authorities, 
properly  cited  and  understood,  support  the  very  rule 
of  law  which  we  contend  requires  reversal  of  the  sum- 
mary judgment.  Equality  of  treatment  of  all  persons 
by  the  government,  both  in  its  capacity  as  land  proprie- 
tor and  governor,  is  the  essential  which  is  derived  from 
the  entire  background  of  our  legal  system,  reinforced, 
as  it  has  been,  by  the  written  Constitution  of  the  United 
States.  The  concept  argued  in  the  brief  of  the  Govern- 
ment that  it  can  treat  persons  cavalierly  when  it  is  deal- 
ing with  its  own  property  is  as  false  as  the  doctrine  that 
an   individual   who   owns   property   may   use   it   as   he 


chooses  without  regard  to  fairness  and  equality.  We 
doubt  if  it  was  ever  the  law  that  a  man  could  use  his 
property  exactly  as  he  chose  without  any  reference  to 
the  welfare  of  or  effect  upon  fellow  human  beings,  but 
whatever  the  law  may  have  been,  it  has  at  least  been 
true  since  the  time  of  Hammurabi's  Code  and  Magna 
Carta,  and  the  Constitution  of  the  United  States  in- 
cluding the  Fifth  Amendment  that  our  Government 
cannot  act  even  with  the  liberties  of  a  feudal  noble.  Not 
even  the  King  of  England,  in  the  days  of  the  most 
Divine  Right,  had  the  authority  to  deal  unequally  with 
his  subjects. 

The  brief  of  the  United  States  not  only  takes  the 
position,  contrary  to  law,  that  absolute  liability  is  the 
rule  and  the  responsibility  to  act  prudently,  or  with 
reasonable  care,  the  exception,  but  also  seems  to  take 
the  position  that  the  Government  has  no  limits  whatever 
upon  its  use  of  public  land.  It  seems  hard  to  believe 
that  these  words  come  from  the  office  of  an  Attorney 
General  who  so  zealously  has  advocated  equality  in  al- 
most every  other  sphere  of  human  activity. 

II. 
Absolute  Liability. 

In  our  opening  brief  (pp.  11-13)  we  thought  we 
had  cited  text  and  decision  which  established,  beyond 
question,  that  absolute  liability  was  the  exception  and 
the  duty  of  acting  with  reasonable  care  the  rule.  In 
the  brief  for  the  United  States  no  direct  answer  is 
made  to  this  argument  but  the  position  seems  clearly 
to  be  taken  that  absolute  liability  is  the  real  frontlet 
of  our  jurisprudence  and,  really,  negligence  is  sort 
of  an  afterthought  that  uselessly  crept  into  the  law 
and  really  should  play  no  part  in  our  case.  (See  Brief 
for  the  United  States,  pp.  16-17).  If  absolute  liability 
were  always  applicable  as  the  government  says  it  is,  at 
least  in  forest  fire  matters,  why  for  at  least  fifty  years 
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has  the  government  burdened  itself  with  proving  negli- 
gence. See  Reporter's  Transcript,  pages  19-20. 

The  Government  admitted  in  the  argument  of  this 
case  that  the  absolute  liability  clause  was  present  for 
many  years  in  similar  contracts  and  had  been  in  use 
since  1916;  yet  never  before  has  the  Government  at- 
tempted to  impose  absolute  liability.  On  the  contrary, 
they  always  relied  upon  negligence,  and  so,  in  several 
cases,  as  to  this  very  defendant  [R.  Tr.  p.  9,  undenied 
statement  by  the  attorney  for  defendant],  and  [R.  Tr. 
pp.  19-20  statement  by  the  Government  attorney].  In 
fact,  the  Trial  Court  was  itself  amazed : 

"The  Court:  This  is  the  first  non-negligent  elec- 
trically caused  fire  that  has  arisen  under  such  con- 
tract even  though  it  is  over  fifty  years  old? 

Mr.  Coleman:  So  far  as  I  know.  I  don't  know 
of  any  other  such  cases. 

I  will  say  this,  that  probably  in  the  great  ma- 
jority of  the  cases  negligence  can  be  found.  I  would 
say  that  perhaps  the  fire  which  occurred   in  this 
case  wasn't  particularly  a  clearly  negligently  caused 
fire.  Of  course,  that  is  now  out  of  the  case  since 
a  stipulation  has  been  entered  into  by  the  parties." 
We  put  it  as  the  truth :  In  fifty  years  the  Govern- 
ment has  never  attempted  to  impose  absolute  liability 
and  has  contented  itself  with  collecting  where  it  could 
prove  negligence,  and  foregoing  exactions  where  it  could 
not. 

Absolute  liability  is  extremely  rare  in  our  law.  It 
does  not  penalize  fault;  it  penalizes  coincidence  and  mis- 
fortune. It  is  not,  and  it  should  not,  be  the  rule  here. 
The  Government's  position  (which,  in  substance,  is 
that  forest  fires  are  ordinarily  caused  by  vagrant  elec- 
tricity, that  the  transmission  and  distribution  of  elec- 
tricity is  a  "high  hazard"  use  of  the  forests),  is  il- 
logical, rested  upon  no  authority,  immoral,  and  denied 
by  the  Government  itself  when  it  is  convenient  so  to  do. 
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Without  desiring  to  repeat,  it  is  to  be  noted  that  elec- 
tricity is  deemed  a  minor  cause  of  forest  fires — so  small 
it  cannot  be  statistically  calculated  (see  CI.  Tr.,  Affida- 
vit of  Richard  T.  Drukker,  page  121).  The  National 
Geographic  Magazine,  [Volume  134,  Number  1,  July 
1968,  p.  127],  quotes  Malcolm  Hardy,  Director  of  the 
Cooperative  Forest  Fire  Prevention  Program  of  the 
United  States  Forest  Service  (the  symbol  of  which  is 
Smokey  the  Bear)  to  say,  "For  the  nation  as  a  whole, 
however,  nine  out  of  ten  forest  fires  result  from  some- 
body's carelessness,  ignorance,  bad  luck  or  malicious  dis- 
regard for  the  rights  of  others.  A  disturbingly  large 
number — more  than  one  in  four  are  set  intentionally. 
.  .  .  Not  far  below  incendiarism  in  the  statistics  is  debris 
burning." 

National  Geographic  Magazine,  ubi.  cit.,  127. 

It  is  clear  that  the  Forest  Service  believes  and  asserts 
that  electricity  which  non-negligently  causes  a  fire  is 
surely  a  minute  factor  in  the  forest  fire  problem.  As  a 
matter  of  fact,  on  August  4,  1968,  on  Channel  7,  Los 
Angeles,  in  the  early  evening,  the  Forest  Service  spon- 
sored a  commercial  in  which  the  speaker  said,  "Nine 
out  of  ten  forest  fires  are  caused  by  your  carelessness. 
Be  careful  with  fire  in  the  national  forest." 

We  submit  that  it  is  a  false  quantity  to  contend 
that  electricity  as  such  is  a  high  hazard  to  the  forests. 
It  is  manifestly  not,  on  the  basis  of  the  Forest 
Service's  own  assertions.  The  distribution  and  trans- 
mission of  electricity  is  not  a  high  hazard  to  the  forests 
and  no  matter  how  many  times  the  Forest  Service  says 
it  is,  it  is  not.  Further,  the  Forest  Service  cannot  call 
to  its  aid  the  doctrine  of  consistent  administrative  in- 
terpretation because  they  themselves  use  the  fact  that 
carelessness  is  the  essential  cause  of  fires.  The  statement 
that  twenty-five  percent  result  from  incendiarism  can 
be  reconciled.   Out  of   100%,  25%   are  caused  by  in- 
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cendiarism  and  of  the  remaining  75%,  90%  are  caused 
by  negligence.  At  most  this  leaves  seven  and  one-half 
percent  for  all  other  causes  including  a  minute  portion 
for  non-negligent  electric  transmission.  Is  this  a  "high 
hazard?"  We  were  not  negligent  in  fact  and  by  stipula- 
tion and  according  to  the  statement  of  the  very  attorney 
for  the  Government  in  the  very  transcript  here.  We 
should  not  be  required  to  pay  without  the  right  to 
present  our  case,  which,  incidentally  includes  a  strong 
case  on  contributory  negligence,  assumption  of  risk, 
and  implied  consent. 

III. 
The  Contract. 

We  have  already  argued  this  point  at  length  in  our 
opening  brief,  pages  13-18.  We  will  not  repeat  the  ar- 
guments here.  They  seem  not  to  have  been  answered 
at  all,  except  perhaps  by  saying  that  Edison  did  not 
have  to  enter  into  the  contract.  We  submit  that,  in 
principle,  that  this  is  like  saying  that  a  Negro  child  does 
not  have  to  attend  school  at  all  if  he  does  not  want  to 
attend  a  segregated  school.  The  Southern  Cahfornia 
Edison  Company,  as  is  judicially  known,  is  an  electric 
utility  which  must  serve  the  consumers  in  its  prescribed 
area  who  desire  to  buy  electricity  from  it.  It  functions 
under  Certificates  of  Public  Convenience  and  Necessity. 
The  Federal  ownership  of  lands  in  the  Western  States  is 
such  that  one  cannot,  except  by  magic,  convey  electricity 
from  the  sources  thereof  in  the  High  Sierra,  at  Boulder 
Dam,  or  at  Four  Corners,  to  the  millions  who  need  the 
electricity  in  Southern  California  without  crossing  public 
land  and,  practically,  without  crossing  Forest  Service 
lands. 

In  connection  with  this  phase  of  the  brief  we  think 
two  subordinate  points  ought  to  be  mentioned : 

1.  The  "words"  of  the  contract  are  not  of  them- 
selves controlling.  The  intent  of  the  contract  is. 
"Mystic  incantations  familiar  to  the  ancient  Egyptians 


and  Totemistic  names  in  medieval  Turkish"  do  not  now 
matter. 

Pacific  Gas  &  Electric  Co.  v.   G.   W.   Thomas 
Drayage  &  Rigging  Co.,  (July  11,  1968)  69 
A.C.  28,  a  nearly  unanimous  decision  of  the 
California   Supreme   Court   written  by   Chief 
Justice  Traynor. 
2.     The  meaning  of  this  contract  can  only  be  under- 
stood in  light  of  the  actions  of  the  parties.   Without 
repeating  our  arguments  on  why  this  contract  did  not 
impose   liability   in   words    (properly   interpreted)    it   is 
sufficient  to  point  out  that : 

A.  By  granting  the  motion  for  summary  judg- 
ment, we  were  completely  denied  access  to  proof 
of  the  true  meaning  of  the  parties ;  and 

B.  It  seems  inconceivable  that  absolute  liabili- 
ty would  be  imposed  on  the  users  of  the  national 
forest,  absent  coercion,  whose  use  produces  less 
than  one  percent  of  the  forest  fires. 

The  Government  says  orally  and  in  writing,  by  wide- 
spread television  commercial  and  by  extended  docu- 
ments, that  non-negligent  fires  are  of  no  moment  and 
yet,  now,  for  the  first  time  in  fifty  years,  seeks  to  con- 
tinue on  the  one  hand  its  campaign  against  negligence 
and  on  the  other  say  that  negligence  really  does  not 
matter;  that  those  users  of  the  forest,  who  are  pros- 
perous enough  and  are  investor-owned  must  pay  for 
every  fire  even  though,  admittedly,  the  fire  occurred 
without  its  fault  at  all.  The  parties  intended  no  such 
meaning. 

Since  this  case  was  concluded  in  the  District  Court 
some  time  ago,  there  has  come  to  our  attention  Emer- 
gency Directive  No.  5  issued  by  the  Forest  Service  as 
of  June  30,  1968.  The  document  bears  number  2710, 
is  79  pages  long  and  was  signed  by  M.  M.  Nelson, 
who  is  apparently  Deputy  Chief  of  the  Forest  Service. 
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This  booklet  contains  a  new  method  of  calculating  the 
rents  paid  by  users  of  the  forest  (not  including  elec- 
trical transmission  or  distribution  lines,  however).  The 
users  covered  are  ten  businesses ;  namely,  grocery  stores, 
snack  bars  and  carryout  food  facilities,  automobile  re- 
pair and  servicing  organizations,  general  merchandise 
stores  which  sell  such  things  as  fish  bait,  hunting 
equipment,  souvenirs  and  gifts,  liquor  stores,  including 
bars  and  cocktail  lounges,  outfitter  guides,  when  as- 
sociated with  resorts  or  dude  ranches,  lodging  providers, 
where  there  is  room  service,  cabin  renters,  and  a  miscel- 
laneous group  including  trailer  courts,  trailer  renters, 
horse  renters,  barber  shops,  boat  gasoline  and  oil  sellers, 
dockers  and  moorers,  and  last,  but  not  least,  pool  hall 
operators.  (Forest  Service  Manual  [Emergency  Direc- 
tive No.  5]  June  30,  1968,  pp.  2710-6  and  2710-7).  By 
this  manual  all  of  these  parties  are  assured  an  income. 

The  Government's  fees  turn  on  whether  they  make  a 
profit  or  not.  If  an  unusual  development  occurs,  such 
as  a  forest  fire,  a  reduction  in  the  fees  paid  to  the 
Government  is  permitted.  In  other  words,  this  booklet 
at  least  provides  that  the  operator  breaks  even.  If  not, 
his  rental  is  lowered.  The  inevitable  effect  of  forest 
fires  is  conceded  and  the  loss  therefrom  is  allowed  to  re- 
duce the  Government's  rent.  (Emergency  Directive  No. 
5  of  June  30,  1968,  pp.  2710-3  and  2710-17).  We  can- 
not, because  of  cost,  duplicate  this  entire  79  page  manual 
as  an  appendix  to  this  brief,  but  we  will,  upon  request 
of  our  opponent,  who  issued  the  directive,  or  upon  re- 
quest of  the  Court,  lodge  with  the  Court  the  only  copy 
that  we  have.  Perhaps  upon  the  Court's  request,  the 
Government  will  furnish  the  Court  with  an  appropriate 
number  of  full  copies.  We  attach  as  Appendix  C  a  copy 
of  the  title  pages  and  pages  cited  herein. 

It  would  seem  that  the  Southern  California  Edison 
Company,  a  certificated  seller,  transmitter  and  distribu- 
ter of  electricity  under  Certificates  of  Convenience  and 
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Necessity,  ought  to  be  at  least  treated  as  well  in  its  use 
of  the  national  forest  as  the  operator  of  a  cocktail 
lounge,  liquor  store  or  a  pool  hall. 

Is  it  equal  protection  to  demand  damages  from  one 
citizen  for  a  fire  over  which  he  has  no  control  but  lower 
the  rents  of  another  when  he  suffers  from  the  same 
force  majeure? 

IV. 
Constitutionality. 

Our  argument  in  the  opening  brief  in  this  matter, 
from  pages  18-33,  was  based  on  several  propositions, 
none  of  which  seem  to  be  answered  in  the  Brief  of 
the  United  States  and,  in  fact,  seem  to  be  conceded,  or 
go  unnoticed,  in  large  part. 

1.  The  point  that  absolute  liability  was  not  im- 
posed upon  publicly-owned  utilities,  although  it  was  on 
investor-owned,  and  that  this  was  unconstitutional.  We 
argued  that  the  Government  itself  recognized  the  illegal- 
ity of  such  an  interpretation  of  the  statutory  powers  of 
the  Forest  Service  when  they  themselves  stated  to  their 
employees  that  it  was  beyond  the  authority  of  state, 
county  or  municipal  officials  to  bind  themselves  to 
unlimited  liability  (Opening  Brief,  p.  19).  Yet,  it  is 
manifest  that  if  the  Government  had  the  constitutional 
right  so  to  interpret  the  law,  the  public  officials  would 
have  to  obey  it  by  reason  of  the  Supreme  Law  of  the 
Land  clause.  We  cannot  find  that  this  argument  was 
even  mentioned  in  plaintiff's  brief.  If  we  have  over- 
looked it,  the  mention  is  so  subtle  as  wholly  to  escape 
us.  At  least  in  the  index  to  the  Brief  of  the  United 
States,  Article  Six  of  the  Constitution  is  never  men- 
tioned. 

2.  The  point  that  equal  protection  is  a  part  of  due 
process,  as  has  most  recently  been  proclaimed  in  the 
segregation  cases  {Boiling  v.  Sharpe,  347  U.S.  497; 
and  Brown  v.   Board  of  Education,   347   U.S.    483). 


—11— 

The  only  rebuttal  to  this  doctrine  seems  to  be,  in  the 
Government's  mind,  that  the  Fifth  Amendment  has  no 
equal  protection  in  words.  We  do  not  argue  that  there 
may  not  be  a  reasonable  ground  for  classification.  What 
we  do  argue  is  that  we  have  never  had  a  chance  to 
moot  this  issue.  The  Court  said : 

"Let  me  say  about  the  Constitutional  argument 
that  it  is  in  my  opinion  not  substantial  and  not 
valid.  This  is  not  a  Constitutional  argument  of 
merit  and  defendant  has  cited  no  authority  and 
therefore  the  offered  evidence  in  the  affidavits 
would  be  irrelevant  and  immaterial."  [R.  Tr.  p. 
23]. 

Thus,  the  Court  having  ruled  that  our  Constitutional 
argument,  a  priori,  was  insubstantial,  invalid,  irrelevant 
and  immaterial,  it  was  unnecessary  to  look  to  the  facts 
at  all.  We  do  not  construe  the  power  of  the  Court  to 
grant  summary  judgment  to  be  this  wide.  In  light  of 
the  historical  analysis  hereinafter  contained  one  cannot 
seriously  argue  that  the  equality  [not  identity]  required 
by  the  principle  of  equal  protection  is  not  a  limitation 
upon  the  Federal  Government  under  the  due  process 
clause. 

3.  The  point  that  the  Government  does  not  have 
absolute  power  over  its  land. 

It  does  not  seem  conceivable  that  in  1968  the  Attor- 
ney General  of  the  United  States  would  argue  that  the 
power  of  the  Government  over  federal  land  is  unfet- 
tered, absolute  and  plenary.  Yet,  conceivable  or  no, 
this  is  exactly  what  the  Government  has  done. 

(a)  "The  United  States  is  not  required,  if  it  bestows 
a  bounty  or  permits  the  use  of  its  property,  to  refrain 
from  imposing  any  conditions  or  limitations."  (Govern- 
ment's Brief,  pp.  5  and  6).  "The  power  to  grant  or 
withhold  privileges  comprehends  the  power  to  impose 
reasonable    conditions."    (p.    6).    This    sentence    must 
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have  been  inserted  b}^  error,  for  it  does  recognize  that 
the  granting  of  privileges  is  limited  by  the  imposition 
of  reasonable  conditions  (Emphasis  added).  This  is, 
in  fact,  the  law.  The  difficulty  here  is  we  have  not 
been  permitted  to  offer  proof  that  the  conditions  are 
unreasonable. 

(b)  "Having  agreed  to  assume  absolute  liability  for 
electrically  caused  fires,  and  having  accepted  the  bene- 
fits of  the  right  of  way  permit,  Edison  is  now  es- 
topped from  resisting  enforcement  of  this  agreement 
by  asserting  that  the  agreement  is  invalid  on  the  basis 
of  alleged  unconstitutionality."  (p.  6).  We  have  never 
heard  of  estoppel  to  assert  a  constitutional  right.  Gideon 
tried  his  case  without  counsel  (Gideon  v.  Wainzm'ight, 
372  U.S.  335,  83  S.  Ct.  792,  9  L.  ed  2d  799).  Was 
he  estopped  to  assert  his  constitutional  right  to  free- 
dom? Many  prisoners  seek  parole  after  an  unconstitu- 
tional conviction.  After  denial  are  they  estopped  on 
habeas  corpus f  This  is  a  mere  restatement  of  the 
doctrine     of     unconstitutional     conditions.  In     the 

Government's  brief.  Part  II,  pages  17-19,  it  is  ar- 
gued that  defendant,  having  bargained  for  the  right  to 
use  the  national  forest,  is  now  estopped  to  claim  that 
any  of  the  conditions  of  its  contract  are  unconstitutional. 
It  would  hardly  seem  that  at  this  late  date  the  Attorney 
General  would  argue  in  favor  of  the  doctrine  of  uncon- 
stitutional conditions. 

If  there  is  an  established  principle  of  American  Con- 
stitutional Law,  it  is  that  neither  the  executive  nor  the 
Congress,  nor  any  administrative  authority  created 
thereby  can  impose  what  would  otherwise  be  an  uncon- 
stitutional condition  by  exacting  from  a  promisor  an 
agreement  so  to  act.  The  doctrine  has  been  used  to 
avoid  all  kinds  of  contracts ;  for  example,  contracts  with 
public  utilities  whereby  they  bind  themselves  in  advance 
to  an  unconstitutional  condition  to  obtain  favorable  ac- 
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tion  in  obtaining  a  certificate  of  convenience  which 
would  otherwise  not  be  granted  by  a  utility  or  railroad 
commission.  The  early  cases  on  the  subject  seem  princi- 
pally to  be : 

People,  etc.  v.  Public  Service  Commission  of  New 
York,  264  N.Y.  17;  189  N.E.  764,  where  the  Court, 
speaking  through  Judge  Lehman,  voiced  a  contract 
saying, 

"It  cannot  make  its  (the  Public  Service  Com- 
mission's) consent  dependent  upon  conditions  which 
are  unreasonable  or  which  do  not  change  the  terms 
of  the  transfer  of  the  franchise,  works,  or  systems, 
or  which  encroach  upon  the  right  of  the  relator  to 
administer  its  corporate  affairs  according  to  its 
own  judgment  in  matters  in  which  the  Legislature 
has  not  given  the  Public  Service  Commission  any 
regulatory  or  supervisory  powers." 

Lockport  Light,  Heat  &  Power  Co.  v.  Maltby,  257 
App.  Div.  11;  12  N.Y.S.  595,  where  the  Court  said: 

"The  power  of  the  Commission  was  not  increased 
through  the  acceptance  of  the  conditional  order  by 
the  vice  presidents  of  petitioners.  Property  and 
constitutional  rights  could  not  be  destroyed,  abro- 
gated or  waived  by  the  corporations'  officers." 

The  United  States  Supreme  Court  passed  on  the 
matter  in  Frost  v.  Railroad  Comm..  of  California,  271 
U.S.  583.  There  the  Court  held  that  the  state  could 
not  bring  about  a  result  by  imposing  an  unconstitutional 
requirement  as  a  condition  precedent  to  the  enjoyment 
of  a  privilege  which  [it  was  assumed]  to  be  within  the 
power  of  the  state  altogether  to  withhold  if  it  sees  fit 
to  do  so. 

"[In  imposing  such  an  unconstitutional  condi- 
tion in  a  contract]  in  reality,  the  carrier  is  given  no 
choice,  except  a  choice  between  the  rock  and  the 
whirlpool, — an  option  to  forego  a  privilege  which 
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may  be  vital  to  his  livelihood,  or  to  submit  to  a  re- 
quirement which  may  constitute  an  intolerable  bur- 
den."   (Emphasis  added.) 

Approving  Frost  are,  among  others, 

Williams  v.  Standard  Oil  Co.,  278  U.S.  235; 
U.S.  V.  Chicago  etc.  Ry.,  282  U.S.  311; 
Garrity  v.  Nezv  Jersey,  385  U.S.  493; 
Harmon    v.    Forssennius,    380    U.S.    528    (per 
Warren,  C.  J.). 

See  also 

73  Harv.  L.  Rev.  1595,  99-00. 

Of  course,  the  recent  classic  in  this  area  is  Shelley  v. 
Kraemer,  334  U.S.  1.  In  that  case  thirty  owners  of 
real  property  in  St.  Louis  signed  a  contract  providing 
that  for  fifty  years  from  the  date  of  the  contract  no 
part  of  their  land  should  be  occupied  by  a  person  not 
of  the  Caucasian  race,  "it  being  intended  hereby  to 
restrict  the  use  of  said  property  for  said  period  of  time 
against  the  occupancy  as  owners  or  tenants  of  any  por- 
tion of  said  property  for  resident  or  other  purpose  by 
people  of  the  Negro  or  Mongolian  Race." 

This  contract  had,  in  substance,  been  upheld  by  earlier 
cases  and  the  Civil  Rights  Cases,  109  U.S.  3,  had  held 
that  the  Fourteenth  Amendment  erected  no  shield 
against  wrongful  or  discriminatory  private  contract. 
In  Mr.  Chief  Justice  Vinson's  opinion,  the  Court  held 
this  contract  void  and  held  that  any  condition  or  cove- 
nant of  the  discriminatory  effect  intended  or  effected 
by  the  quoted  words  was  violative  of  the  Constitution 
and  a  denial  of  due  process  of  law  and  the  privileges  and 
immunities  of  citizens  of  the  United  States.  It  is  inter- 
esting to  note  that  Yick  Wo  v.  Hopkins,  118  U.S.  356, 
which  we  have  cited  elsewhere,  was  one  of  the  support- 
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ing  opinions  in  the  Shelley  decision.  We  submit  that 
not  a  whit  of  validity  is  added  to  the  Government's  case 
by  the  fact  that  we,  under  coercion,  agreed  to  pay  for 
a  fire  for  which  we  were  not  liable  (if  we  did).  The 
basic  concept  is  that  it  is  contrary  to  manifest  fairness 
to  make  one  electric  public  utility  pay  for  a  non-negligent 
fire  and  let  another  off  without  a  scintilla  of  penalty 
therefor. 

(c)  "The  unfettered  power  of  Congress  to  dispose 
of  the  public  lands  is  beyond  the  reach  of  the  other 
branches  of  the  Government."  (p.  9).  We  had  sup- 
posed that  we  had  a  checks  and  balance  system  and 
that  no  branch  of  the  Government  was  supreme  over 
the  others.  The  citations  do  not  support  the  position. 
All  they  support  is  that  things  which  reasonably  should 
not  be  done  are  properly  prohibited  to  users  of  the  for- 
est. The  list  beginning  at  page  9  and  extending  through 
page  10  almost  without  exception  says  this  and  nothing 
more.  The  recent  cases  cited  in  our  opening  brief,  which 
apparently  are  agreed  to  by  the  Government  because 
they  have  cited  the  same  cases,  establish  beyond  doubt 
that  the  Government's  rulings  in  this  matter  must  be 
based  upon  reasonable  grounds  and  therefore  must 
stand  the  test  of  Constitutional  due  process.  See  par- 
ticularly Ivanhoe  Irrigation  District  v.  McCracken,  357 
U.S.  275.  We  do  not  gainsay  Mr.  Justice  Holmes  that 
forest  fires  are  one  of  the  great  economic  misfortunes 
of  the  country  and  that  California,  having  forests  and, 
frequently,  hot  weather  and  low  humidity,  is  an  espe- 
cially bad  place  for  forest  fires,  but  to  blame  a  party, 
stipulated  to  have  been  without  fault,  for  a  forest  fire  is 
shocking.  We  do  not  deal,  incidentally,  here  with  any 
of  the  traditional  areas  of  absolute  liability,  such  as  wild 
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animals  or  explosives.  Even  a  presumption  of  negli- 
s^ence  as  applies  to  carriers  is  a  rebuttable  presumption. 
In  the  Warsaw  Convention  a  party  before  being  held  to 
absolute  liability  has  a  day  in  court  to  show  that  he  was 
not  at  fault.  Here  it  is  agreed  that  we  were  not  at 
fault,  yet  the  day  in  court  is  not  ours. 

(d)  We  devoted  about  six  pages  of  our  brief  (pp. 
27-32,  inclusive),  to  the  doctrines  of  what  we  called 
the  Pei'ko  cases;  namely,  United  States  v.  Pcrko,  133 
Fed.  Supp.  564;  United  States  v.  Perko,  108  Fed.  Supp. 
315;  Pcrko  v.  U.S.,  204  F.  2d  446,  cert,  denied,  346 
U.S.  832;  Perko  v.  Northwest  Paper  Co.,  133  Fed. 
Supp.  560;  United  States  v.  Perko,  141  Fed.  Supp. 
372;  and  Bydlon  v.  U.S.,  175  Fed.  Supp.  891.  These 
cases,  which  were  collectively  one  of  the  cornerstones 
of  our  argument,  appear  to  have  been  completely  ig- 
nored by  the  United  States  except  in  a  footnote  on  page 
22  of  the  Government's  brief.  It  may  have  been  good 
strategy  to  ignore  the  Perko  cases,  and  inaccurately  to 
state  of  them  that  they  are  "intimations  culled  from 
dicta"  but  we  submit  this  sort  of  briefing  does  not 
aid  the  Court  at  all.  In  the  footnote  the  Government 
states  that  the  doctrine  of  these  cases  is  "unexcep- 
tional." That  is  all  that  is  said  except  for  a  suggestion 
that  we  should  not  have  agreed  to  use  the  national 
forest  if  we  did  not  like  to  use  it  on  the  terms  of  the 
Government's  proposal. 

(e)  The  quotation  from  the  147  year  old  decision, 
McCliing  v.  Silliman,  6  Wheat.  598  (1821)  is  at  least 
owed  respect  because  of  its  age,  but  to  make  the  state- 
ment, "The  Government's  power  of  disposal  is  abso- 
lute," and  to  try  and  support  it  by  the  Constitutional 
quotation  from  Article  4,  Section  3,  or  the  Silliman 
case  in  these  days  is  without  reason.  Surely  no  one 
seriously  contends  today  that  the  right  to  dispose  of 
real  property  is  unfettered,  no  matter  who  the  "owner" 
is! 
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To  say  that  Congress  may  take  such  steps  as  it 
deems  necessary  to  protect  the  public  land,  by  preventing 
unauthorized  mining,  fencing  or  use  by  unauthorized 
persons  for  illegal  means;  to  say  that  it  may  punish 
adjoining  land  owners  for  leaving  fires  on  private  lands 
which  may  imperil  the  public  forests;  to  say  that  the 
Government  may  limit  the  amount  of  acreage  which  a 
single  land  owner  can  obtain  are  commonplaces  not 
relevant  to  the  present  problem.  Although  we  were 
criticized  for  putting  hypothetical  cases  by  the  District 
Court,  we  take  one  more  risk  here:  Does  the  Govern- 
ment argue  that  it  could  issue  a  contract  for  use  of 
the  public  land  for  transmission  of  electricity  to  a  cor- 
poration which  has  no  Negro  shareholders  on  mere 
favorable  terms  than  it  could  grant  the  same  right  to 
an  organization  of  which  ten  percent  of  the  equity  is 
owned  by  Negroes,  or  twenty  percent  or  one  hundred 
percent?  It  is,  we  submit,  as  unseemly  as  it  is  erroneous 
to  argue  with  the  one  hand  against  discrimination 
when  minorities  are  involved,  but  for  it  when  big,  in- 
vestor-owned public  utilities  cross  the  television  screen. 

We  do  not  contend  that  the  statutes  are  unconstitu- 
tional. We  contend,  as  did  Yick  Wo,  (118  U.S.  356, 
6  S.  Ct.  1064,  30  L.  ed.  220)  that  the  application  and 
interpretation  of  the  statutes  in  exacting  the  contract 
here  in  force  is  unconstitutional. 

V. 
Due  Process  of  Law, 

We  devote  this  section  of  our  brief  to  the  basic  es- 
tablishment of  the  fact  that  first,  due  process  requires 
equality;  second,  that  the  due  process  clause  applies  to 
the  Federal  Government,  and  historically  and  primarily 
equality  of  treatment  of  persons  in  equal  place  has  al- 
ways been  the  cornerstone  of  our  jurisprudence.  We  beg 
the   Court's   indulgence  briefly  to  trace   the   historical 
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development  of  due  process  of  law  and  the  reasons 
why  in  this  case  the  Government  cannot,  even  if  the 
contract  in  words  were  to  so  prescribe,  treat  the  South- 
ern California  Edison  Company  differently  than  it  treats 
its  sister  transmitters  and  distributers  of  electricity, 
the  owners  of  which  are  not  stockholders,  but  are 
ratepayers  or  municipal  corporations. 

As  far  back  as  the  days  of  Hammurabi  equal  rank 
required  equal  treatment.  In  this  primeval  period  of 
the  development  of  civilized  law  men  of  disequal 
rank  could  be  treated  disequally,  but  the  basic 
concept  of  equality  of  treatment  by  the  government 
was  never  more  clearly  put.  Article  200  of  the  Code 
of  Hammurabi  may  be  compared  with  Articles  201 
and  202,  and  a  similar  comparison  can  be  noted  in 
other  articles.  In  Appendix  D  of  this  brief  there  is  set 
forth  a  copy  of  Articles  200  to  205,  inclusive,  of  the 
Code  of  Hammurabi  (B.C.  2285-2242)  and  the  barest 
study  will  show  this  ancient  law  to  have  been  founded 
upon  the  very  principle  of  equality  for  which  w^e  con- 
tend in  1968. 

Davies,  The  Codes  of  HaiuDutrabi  and  Moses 
(1905)  86-87. 

There  may  have  been  earlier  written  laws,  but  Ham- 
murabi's Code  is  generally  believed  to  be  the  oldest 
code  of  laws  thus  far  discovered  by  archaeologists  or 
scholars. 

Johns,  Tlie  Oldest  Code  of  Laws  in  the  World. 
The  Code  of  Lazvs  Promulgated  by  Ham- 
murabi, King  of  Bab\lon,  B.C.  2285-2242 
(1903)  pp.  42-50. 

See  also 

Driver  and  Miles,  The  Babylonian  Lazvs  56-7. 
(Reprint  Edition  1956). 

In  terms  of  years,  it  is  a  long  time  from  Ham- 
murabi to  King  John,  but  in  spirit,   the  distance  be- 


tween  Hammmabi's  Code  and  the  Magna  Carta  is  shc.r:. 

indeed.     In  Magna  Carta  is  found  the  famous  Artide 

29,  "^The  no  free  man"  danse,  identified  by  its  first 

three  Lann  words,  hhBus  liber  homo.  Article  29  reads : 

"Xo  free  man  {tutUus  liber  homo)  shall  be  taken 

or  inqvisoned  or  deprived  of  his  frediold  or  his 

Hberties  or  free  cnslDoais,  or  outlawed  or  exiled. 

or  in  any  manner  destroyed,  nor  shall  we  come 

ngaa  him  or  send  against  him.  excxpt  by  a  legal 

jw^ment  of  his  peers  cmt  by  the  law  of  the  land 

(per  legem  terrae)" 

Pi<^erii^,  The  Statutes  at  Large  from  Magna 

Carta  to  the  End  of  the  Elewenih  ParUamenS 

of  Great  Britain  (1761-2) : 

and  see 

The     C:':sr::u7:j--      /f     -':..-      l'-;;:.-.:      y:.:-:V     :^ 

T'n  oess  of  law""  are  es 

'td  in  Magna  Carta.  It  was  -ed 

Ljc   .vords  "the  law  of  the  land"  

into  due  process  of  law  on  the  tA^^-  

stattoes.  The  meanix^,  however,  of  the  words  was  the 
same  in  both  of  the  authorities,  as  is  r  "^-f— :' - 
set  out  by  all  of  the  leadix^  writers. 

McKechnie,  Magna  Carta.  A  Commentary  on 
the  Great  Charter  of  England  with  a  Histori- 
cal Introdnction  (1914)  3-47. 

See  also 

The  Constitution  «?/  ;/i*  Umicd  Sfaics  of  America 
Annotated,  at  959-960. 

It  was  not  lof^  after  Magna  Carta  when  the  gnar- 
antee  was  made  even  more  firm.  In  1354  Edward 
m  re-affirmed  the  doctrine  of  doe  process  of  law, 
usii^  the  wm^  themsdves. 
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why  in  this  case  the  Government  cannot,  even  if  the 
contract  in  words  were  to  so  prescribe,  treat  the  South- 
ern California  Edison  Company  differently  than  it  treats 
its  sister  transmitters  and  distributers  of  electricity, 
the  owners  of  which  are  not  stockholders,  but  are 
ratepayers  or  municipal  corporations. 

As  far  back  as  the  days  of  Hammurabi  equal  rank 
required  equal  treatment.  In  this  primeval  period  of 
the  development  of  civilized  law  men  of  disequal 
rank  could  be  treated  disequally,  but  the  basic 
concept  of  equality  of  treatment  by  the  government 
was  never  more  clearly  put.  Article  200  of  the  Code 
of  Hammurabi  may  be  compared  with  Articles  201 
and  202,  and  a  similar  comparison  can  be  noted  in 
other  articles.  In  Appendix  D  of  this  brief  there  is  set 
forth  a  copy  of  Articles  200  to  205,  inclusive,  of  the 
Code  of  Hammurabi  (B.C.  2285-2242)  and  the  barest 
study  will  show  this  ancient  law  to  have  been  founded 
upon  the  very  principle  of  equality  for  which  we  con- 
tend in  1968. 

Davies,  The  Codes  of  Hammurabi  and  Moses 
(1905)86-87. 

There  may  have  been  earlier  written  laws,  but  Ham- 
murabi's Code  is  generally  believed  to  be  the  oldest 
code  of  laws  thus  far  discovered  by  archaeologists  or 
scholars. 

Johns,  The  Oldest  Code  of  Lazvs  in  the  World. 
The  Code  of  Laws  Promulgated  by  Ham- 
murabi, King  of  Babylon,  B.C.  2285-2242 
(1903)  pp.  42-50. 

See  also 

Driver  and  Miles,  The  Babylonian  Laws  56-7. 
(Reprint  Edition  1956). 

In  terms  of  years,  it  is  a  long  time  from  Ham- 
murabi to  King  John,   but  in  spirit,   the  distance  be- 


—19— 

tween  Hammurabi's  Code  and  the  A'Tagna  Carta  is  short. 

indeed.     In  Magna  Carta  is  found  the  famous  Article 

29,  "The  no  free  man"  clause,  identified  by  its  first 

three  Latin  words,  nulhis  liber  homo.  Article  29  reads : 

"No  free  man   {niillus  liber  homo)   shall  be  taken 

or  imprisoned  or  deprived  of  his  freehold  or  his 

liberties  or   free  customs,   or  outlawed  or  exiled, 

or   in  any  manner   destroyed,   nor   shall  we   come 

upon  him  or  send  against  him,  except  by  a  legal 

judgment  of  his  peers  or  by  the  law  of  the  land 

{per  legem  terrae)." 

Pickering,  The  Statutes  at  Large  from  Magna 
Carta  to  the  End  of  the  Eleventh  Parliament 
of  Great  Britain  (1761-2); 
and  see 

The  Constitution  of  the  United  States  of 
America,  Annotated,  (1964)  959. 

The  words  "due  process  of  law"  are  in  themselves 
not  used  in  Magna  Carta.  It  was  Coke  who  rendered 
the  words  "the  law  of  the  land"  {per  legem  terrae) 
into  due  process  of  law  on  the  basis  of  intervening 
statutes.  The  meaning,  however,  of  the  words  was  the 
same  in  both  of  the  authorities,  as  is  consistently 
set  out  by  all  of  the  leading  writers. 

McKechnie,  Magna  Carta,  A  Commentary  on 
the  Great  Charter  of  England  ivith  a  Histori- 
cal Introduction  (1914)  3-47. 

See  also 

The  Constitution  of  the  United  States  of  America 
Annotated,  at  959-960. 

It  was  not  long  after  Magna  Carta  when  the  guar- 
antee was  made  even  more  firm.  In  1354  Edward 
III  re-affirmed  the  doctrine  of  due  process  of  law, 
using  the  words  themselves. 
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"That  no  man  of  what  estate  or  condition  that  he 
be,  shall  be  put  out  of  land  or  tenement,  nor  taken 
nor  imprisoned,  nor  disinherited  nor  be  put  to 
death,  without  being  brought  in  answer  by  due 
process  of  the  law." 

Pickering,  The  Statutes  at  Large  from  the  Fif- 
teenth Year  of  King  Edward  III  to  the  Thir- 
teenth Year  of  King  Henry  IV,  Inclusive 
(1762)97. 

Thus  fortified  by  ancient  statutes,  the  matter  was 
considered  almost  over  a  whole  lifetime  by  Sir  Edward 
Coke.  We  suppose  it  is  not  necessary  really  to  estabHsh 
Coke's  eminence,  but  the  coincidence  of  one  of  his 
government  offices  and  his  general  influence  and 
eminence  is  so  great  that  some  mention  should  be  made 
when  the  doctrine  he  so  importantly  championed  is  the 
basis  of  this  brief.  Catherine  Drinker  Bowen  said: 

"Sir  Edward  Coke  never  set  foot  on  American 
soil.  Yet  no  United  States  citizen  can  read  his 
story  without  a  sense  of  immediate  recognition. 
In  these  parliamentary  struggles,  knights,  citizens 
and  burgesses  fought  not  for  themselves  alone 
but  for  states  as  yet  unformed:  Pennsylvania, 
Virginia,  California.  In  Westminster  courtroom 
battles  over  procedure,  jurisdiction,  'right  reason 
and  the  common  law,'  constitutional  government 
found  its  way  to  birth.  When  the  time  came  we 
changed  the  face  of  this  English  constitution; 
amid  the  sound  of  guns  we  repudiated  what  we 
hated,  adapted  what  we  liked.  Yet  the  heritage 
endured." 

Bowen,  The  Lion  and  the  Throne,  The  Life 
and  Times  of  Sir  Edward  Coke  (1956)  Page 
X. 

Coke  continually  relied  upon   the  earlier  precedent 
to  establish  the  absolute  requirement  that  the  govern- 
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ment  treat  all  of  its  citizens  equally  within,  of  courfc. 
the  limitations  of  the  common  law.  Of  course  he  did  not 
contend,  nor  do  we  contend,  that  every  person  must  be- 
treated  identically,  rather  that  they  be  treated  equally. 

Thus  it  is  clear  that  the  Government  may  require  a 
citizen  to  pay  a  dollar  to  enter  Yellowstone  National 
Park  for  a  weekend  of  camping  and  that  it  can  prohibit 
another  citizen  who  does  not  pay  the  dollar  from  entry. 
The  two  citizens  are  not  treated  identically,  by  they  are 
treated  equally.  There  is  reasonable  ground  for  admit- 
ting- the  one  and  refusing  the  other.  In  this  case,  how 
ever,  we  are  confronted  with  a  government  which 
says  to  a  privately  owned  electric  utility  company,  "You 
cannot  use  the  national  forest  for  transmission  or  dis- 
tribution lines  unless  you  agree  to  be  absolutely  responsi- 
ble for  a  fire  even  though  it  is  not  your  fault,"  and  at 
the  same  time  says  to  another  electric  utility  company 
using  the  forest  in  the  same  way,  sometimes,  in  fact,  on 
the  same  lines,  but  which  utility  is  owned  by  its  cus- 
tomers or  by  some  local  governmental  authority,  "You 
may  use  the  national  forest  without  assuming  any  li- 
ability except  that  of  acting  prudently;  that  is,  without 
negligence.  In  fact,  you  could  not  agree  to  do  anything 
more  and  that  is  one  of  the  reasons  we  are  allowing 
you  to  use  the  forest  on  these  easy  terms  while  requir- 
ing the  harsh  burdens  of  your  competitor."  We  submit 
that  the  utter  absurdity  of  such  a  rule  can  be  no  more 
clearly  demonstrated  than  by  a  recent  development  which 
occurred,  apparently  since  the  judgment  in  this  case. 

We  refer  this  Honorable  Court  to  the  Wall  Street 
Journal  for  June  28,  1968.  The  article  is  reprinted  in 
Appendix  E  to  this  brief  and  it  is  illustrated  by  the 
maps  set  out  as  Appendices  F  and  G.  It  will  be  noted 
that  a  Rural  Electrification  Administration  supported, 
consumer-owned  public  utility  (one  of  the  kind  which 
only  must  assume  the  burden  of  reasonable  care  to  use 
the  national  forest)  purchased  a  one-half  undivided  in- 
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terest  in  a  plant  and  its  accessories  at  Steubenville,  Ohio, 
which  facilities  were  owned  by  a  privately-owned  public 
utility.  This  plant  has  lines  which  conduct  the  electricity 
manufactured  there  across  the  Wayne  National  Forest. 
We  wonder  now  what  the  rule  of  HabiHty  is  as  to  a 
fire  caused  by  the  electricity  of  this  plant  on  the  national 
forest  land,  without  negligence.  Is  it  deemed  that  the 
innocent  REA  electrons  caused  the  fire  so  there  is  no 
liability,  or  is  it  the  evil-hearted  electrons  of  the  private 
power  company,  or  perhaps  one  can  apply  the  admiralty 
rule  and  divide  the  damages  and  say  there  is  absolute 
liability  but  one  for  half  the  damages,  or  perhaps  some 
meter  can  be  devised  by  the  Forest  Service  which  will, 
in  a  new  fashion,  bifurcate  the  electron  and  we  will 
know  which  half,  the  private  half  or  the  public  half, 
really  caused  the  fire. 

The  District  Court,  of  course,  said  in  its  opinion 
that  since  the  Constitutional  argument  was  irrelevant, 
it  was  unnecessary  to  look  at  the  facts  as  to  whether 
it  was  true.  The  argument  lacking  validity,  as  the 
Court  said,  the  truth  was  irrelevant  and  immaterial 
[R.  Tr.  pp.  23-4]. 

The  simple  fact  is  that  the  transmission  or  distribu- 
tion of  electricity  rarely  causes  a  forest  fire.  Probably 
something  less  than  one  percent  of  all  forest  fires  are 
so  caused,  and  of  that  miniscule  portion,  only  a  still 
smaller  portion  are  caused  by  the  negligence  of  the  Hue 
operator.  To  try  to  develop  from  this  fact  a  doctrine 
that  the  ordinary  rule  of  negligence  should  not  apply 
but  that  a  coerced  contract  should  be  relied  on  to  es- 
tablish a  doctrine  of  absolute  liability  seems  to  us  whol- 
ly inconsistent  with  the  enlightened  thoughts  of  an 
enlightened  age. 

To  return  to  the  historical  development,  the  doc- 
trine that  the  more  important  the  man  the  greater 
should  be  the  punishment  [which,  in  substance,  is  what 
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the  Government  contends  for  in  our  case]  was  the  doc- 
trine  of    the    Star    Chamber    and    the    doctrine    which 
Coke   so   greatly   resented   and   so   completely   rejected. 
Bowen,  op.  cit.  108-109. 

He  consistently  argued,  maintained  and  drove  English 
justice  to  accept  the  concept  that  equality  was  the  rule 
of  law  and  that  the  government  must  treat  equals 
equally.  Relying  on  Chapter  39  of  Magna  Carta,  the 
statute  of  Edward,  and  his  own  Petition  of  Right, 
Coke  evolved  the  doctrine  that  this  concept  was  not  a 
matter  of  grace  or  privilege  but  a  requirement  upon 
the  king.  No  doctrine  is  more  firmly  embedded  in 
American  Law. 

Bowen,  op.  cit.  490,  494-504,  inclusive. 

By  the  time  of  the  establishment  of  our  government 
the  founding  fathers,  and  especially  the  lawyers  among 
them,  well  understood  the  doctrines  upon  which  com- 
ment has  just  been  made.  Mr.  Justice  Story,  Colonel 
John  Rutledge  of  South  Carolina,  Chief  Justice  John 
Jay,  John  Quincy  Adams,  Thomas  Jefferson,  almost 
every  name  which  we  now  revere,  can  be  found  in  the 
list  of  those  who  said  that  Coke's  principles  were  the 
principles  upon  which  the  American  government  and 
the  meaning  of  our  Constitution  were  founded. 
Bowen,  op.  cit.  513-515. 

And  the  doctrines  were  especially  commended  to  the 
legal  profession.  Thomas  Jefferson  said : 

"Coke  Lyttleton  was  the  universal  elementary  book 
of  law  students  and  a  sounder  Whig  never  wrote 
nor  profounder  learning  in  the  orthodox  doctrines 
of  British  liberties.  .  .  .  But  when  his  black  letter 
text  and  uncouth  but  cunning  learning  got  out  of 
fashion,  and  the  honeyed  Mansfieldism  of  Black- 
stone  became  the  student's  book,  from  that  moment 
that  profession  (the  nursery  of  our  Congress) 
began  to  slide  into  Toryism." 
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See    1    Warren,   History   of   the  Harvard  Law 
School  (1908)  139. 

Coke  was  clear  that  Magna  Carta  meant  that  pen- 
alties should  not  be  inflicted  nor  property  taken  without 
due  process  of  law.  They  could  not  merely  be  taken 
because  the  law  said  so. 

Bowen,  op.  cit.  517. 

Lord  Coke  died  in  1634.  He  died  before  the  founding 
of  Harvard  University  and  yet  his  words  are  as  alive 
today  as  they  were  on  the  day  of  their  utterance,  and 
it  seems  to  us  oddly  appropriate  that  in  this  case  of 
forests  and  public  lands  we  are  able  to  rely  upon  a 
man  who  was  not  only  SoHcitor  General  to  Queen  Eliza- 
beth, Speaker  of  her  Parliament  and  Her  Attorney 
General,  Attorney  General  to  King  James,  Privie  Coun- 
sellor to  Queen  Anne,  Chief  Justice  of  all  the  Benches 
of  England,  and,  above  all  else,  the  most  Honorable 
Caretaker  of  Her  Majesty's  Forests,  Chases  and  Parks. 
Bowen,  op.  cit.  535-536,  quoting  the  inscription 
upon  Coke's  tombstone. 

Following  the  historic  principles,  our  courts  have 
continued  to  announce  the  doctrine  for  which  we  con- 
tend, and  that  is  that  due  process  of  law  prevents  the 
Forest  Service  from  acting  as  it  has  in  the  instant 
case  and  prevents  the  court  from  granting  a  summary 
judgment  before  we  have  the  right  to  show  by  proof 
and  by  facts  judicially  noticed  that  there  is  here  no  rea- 
sonable ground  for  distinction  between  the  private  power 
company  and  the  public  one,  that  both  should  be  re- 
sponsible for  their  carelessness  and  neither  for  accidents 
which  occur  without  fault. 

The  concept  of  equality  as  an  essential  of  due  proc- 
ess and  of  constitutionally  permissible  government  con- 
tinued as  part  of  the  fundamental  law  of  the  United 
States    in    the    period    following    the   adoption    of    the 
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Constitution  in  1789.  In  1856  Murray's  Lessee  v.  Hobo- 
kcn  Land  &  Improvement  Co.  was  decided  (18  How. 
272.  The  Supreme  Court  decided  that  the  due  process 
clause  of  the  Fifth  Amendment  was  a  restraint  on 
Congress  as  well  as  on  the  executive  and  judicial  powers 
of  the  national  government  and  that  Congress  is  not 
free  to  make  any  process  it  chooses  "due  process"  nor 
are  the  executive  or  judicial  branches  of  the  government. 
In  the  Sinking  Fund  Cases,  99  U.S.  700,  it  was  held 
that  the  due  process  clause  applied  to  all  persons  within 
the  United  States,  including  corporations.  The  Fifth 
Amendment,  as  the  Fourteenth,  is  tolerant  of  legislative 
classifications  but  condemns  those  that  are  arbitrary 
and  unreasonably  discriminatoi-y. 

Steward  Machine  Co.  v.  Davis,  301  U.S.  548; 

Detroit  Bank  v.  U.S.,Z\7  U.S.  329. 

Systematically,  the  Supreme  Court  has  condemned 
federal  action  that  is  unreasonably  discriminatory  and 
the  results  arrived  at  have  been  just  as  faithful  to  the 
concept  of  equality  as  the  cases  which  involve  an  inter- 
pretation of  discriminatory  action  by  the  states  under 
the  Fourteenth  Amendment.  The  cases  are  well  collected 
in  the  Annotated  Constitution  of  the  United  States. 

See  United  States  Constitution  Annotated,  supra, 
pages  973-975. 

Perhaps  the  most  recent  language  is  that  of  Boiling 
V.  Sharpe,  347  U.S.  497,  which  we  cited  in  our 
opening  brief,  where  the  court  said,  "It  would 
be  unthinkable  that  the  same  Constitution  would  im- 
pose a  lesser  duty  on  the  Federal  Government."  Here 
the  court  held  that  the  Federal  Government  could  not 
discriminate  so  as  to  segregate  Negro  school  children 
in  the  District  of  Columbia.  We  submit  that  no  more 
need  be  said  on  this  issue  and  that  any  argument  or 
effort  by  the  Government  to  contend  that  unreasonable 
discrimination  in  the  use  of  federal  land  is  not  for- 
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bidden  to  the  Federal  Government  and  to  its  adminis- 
trative and  executive  officers  is  bound  to  fail. 

The  recent  text  writers  have  been  equally  clear.  We 
do  not  wish  to  extend  this  brief  unnecessarily  and  so 
will  refrain  from  citing  in  detail  from  the  following 
authorities,  each  of  which  we  think  establishes  beyond 
question  that  the  requirement  of  equality  and  freedom 
from  unreasonable  discrimination  on  the  part  of  citizen 
and  government  alike  is  a  Constitutional  sine  qua  non. 
Warsoff,  Equality  and  the  Law,   13-21,  42-47, 

158-167;  224-225,  282-283,  306-307; 
Mott,  Due  Process  of  Law,  36-37; 
Thorne,  Sir  Edzvard  Coke,  10-12; 
Bodenheimer,  Due  Process  of  Law  and  Justice, 
in  Essays  in  Jurisprudence  in  Honor  of  Ros- 
coe  Pound,  463-484. 

In  commenting  upon  our  Constitution  and  the  ante- 
cedent historical  documents,  Professor  Warsoff  says : 
"When  the  authors  of  the  Declaration  of  Inde- 
pendence included  in  that  document  the  'self- 
evident'  principle  that  all  men  are  created  equal, 
they  were  but  affirming  the  belief  upon  which 
both  the  Revolution  and  the  Republic  were  founded. 
(Warsoff,  op  cit.,  19)  Never  was  a  government 
more  earnest  in  its  desire  to  secure  to  all  its 
people  the  equal  protection  of  laws."  (Ibid.) 

Samuel  E.  Thorne,  Professor  of  Legal  History  at 
Harvard  and  some  time  Professor  of  Legal  History  at 
Yale,  said  in  1957  in  one  of  the  most  learned  recent 
lectures  on  Coke  that  in  promulgating  the  petition  of 
right.  Coke  intended  the  due  process  clause  to  apply 
principally  as  a  limitation  on  the  national  government 
(Emphasis  added).  This  hardly  seems  consistent  with 
the  Government's  stress  on  what  it  claims  are  the  un- 
restricted, virtually  divine  powers  of  the  National  Gov- 
ernment when  dealing  with  the  national  forests. 
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Thorne,  op.  cit.,  9"- 13,  inclusive. 

Bodenheimer  and  Mott  both  emphasize  at  length  the 
applicability  of  the  due  process  clause  to  the  Federal 
Government  and  the  fact  that  the  equal  protection  clause 
was  always  thought  of  as  part  of  due  process  long 
before  the  modern  cases  proclaimed  that  to  be  the 
fact,  as  cited  in  our  opening  brief. 

Perhaps  the  most  recent  words,  are  those  where  Mr. 
Justice  Fortas  teaches  us : 

"The  Constitution  of  the  United  States  is  a  law 
for  rulers  and  people  .  .  .  and  covers  with  the 
shield  of  its  protection  all  classes  of  men  at  all 
times  and  under  all  circumstances." 

Fortas,    Concerning   Dissent   and   Civil  Disobe- 
dience (May  1968)  20. 

It  cannot  then  be  doubted  that  we  had  the  right  to 
present  our  case  and  to  prove,  if  we  can,  that  which 
we  showed  by  offer  of  proof  and  affidavit  and  that 
which  is  additionally  available  that  there  was  no  sense 
whatever  in  requiring  us  to  assume  an  obHgation  ab- 
solute in  nature  while  at  the  same  time  only  the  ordinary 
duty  of  due  care  was  required  of  our  publicly-owned 
competitors  and  to  prove  we  are  treated  unequally  in 
a  Constitutional  sense  in  our  use  of  the  National 
Forests. 

VI. 
Conclusion. 

In  a  nutshell,  we  submit  the  time  has  come  when 
Constitutional  rights  are  afforded  to  everyone.  We  do 
not  say  for  a  moment  that  the  downtrodden,  the  poor, 
the  non-white,  the  innocent  man  unconstitutionally  ac- 
cused or  convicted  is  not  entitled  to  all  of  the  advantages 
of  the  Bill  of  Rights.  But,  the  Bill  of  Rights  is  not 
protection  for  the  poor  alone.     It  is  protection  for  the 
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rich,  it  is  protection  for  the  lucky,  it  is  protection  for 
the  large  corporation,  it  is  protection  for  he  who  is 
viciously  competed  against.  It  is  and  must  ever  be  the 
last  best  Constitutional  resort  of  all. 

We  were  not  afforded  a  trial  here.  We  have  been 
adjudged  to  pay  for  a  forest  fire,  a  tragedy  visited  upon 
all  our  people,  without  our  fault.  We  have  been  selected 
to  bear  this  loss  simply  because  we  were  there.  Being 
convenient,  we  were  guilty.  This  ought  not  be  and  we 
zealously  contend  it  is  not  the  product  of  American 
Constitutional  law. 

Respectfully  submitted, 

Richard  T.  Drukker, 
RoLLiN  E.  Woodbury, 

Hugh  B.  Rotchford  and 
Chase,  Rotchford,  Drukker  & 

BOGUST, 

By  Richard  T.  Drukker, 
Attorneys  for  Appellant  Southern 
Calif  ornia  Edison  Company. 
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Chronological  List  of  Authorities  in  Appellee's  Brief. 

Date  of 
Decision  or 
Authority*  Authority 

Ethelbert,  King  of  Kent  c.598  [A.D.] 

Alfred  the  Great  r.877  [A.D.] 

McClung  v.  SilUman.  6  Wheat.  598  1821 

U.S.  V.  Gratiot.  14  Pet  526  1840 

US.  V.  Gear,  3  How.  120  1845 

Homestead  Act  of  1862  1862 

Gibson  v.  Chouteau,  13  Wall.  92  1872 

Daniels  v.  Tearney,  102  U.S.  415  1880 
Wigmore,  Responsibility  for  Tortious 

Acts,  7  Harvard  Law  Review  441  1894 
9.        16     1    Pollock    &    Maitland,    History    of 
English   Law   Before   the    Time   of 

Edward  I  1895 

10.  22     St.    Louis   &   San    Francisco    R'y   v. 

Mathews,  165  U.S.  1  1897 

11.  17     Jones  v.  Brim,   165  U.S.   180  1897 

12.  9     Camfield  v.  U.S.,  167  U.S.  518  1897 

13.  2     The    Organic   Administrative   Act    of 

June    4,    1897,    30    Stat.    35;     16 

U.S.C.  551  1897 

14.  22     Atchison.  Topeka  &  Santa  Fe  R.R.  v. 

Matthews,  174  U.S.  96  1899 

15.  13     Boske  V.  Comingore,  177  U.S.  459  1900 

16.  2     Act   of  February   15,   1901,   31    Stat. 

790,  as  amended;  16  U.S.C.  Section 

522  1901 

17.  17     Chicago,    R.L    etc.    Ry.    Co.    v.    Zer- 

necke,  183  U.S.  582  1902 

Van  Lear  v.  Eisele,  126  Fed.  823  1903 
Butte  City   Water  Co.  v.  Baker,   196 

U.S.  119  1905 
Ames,  Law  and  Morals,  22  Harvard 

Law  Review  97  1908 

U.S.  V.  Grimaud,  220  U.S.  506  1911 
Act  of  March  4,  1911,  36  Stat.  1253, 

as  amended;  16  U.S.C.  Section  523  1911 

Ohio  Tax  Cases,  232  U.S.  576  1914 
Smith,  Tort  and  Absolute  Liability,  30 

Harvard  Law  Review  241,  et  seq.  1916 


18. 

9 

19. 

8 

20. 

16 

21. 

9 

22. 

3 

23. 

21 

24. 

16 

— 2— 

Date  of 
Serial   Page  Decision  or 

No.     Brief  Authority*  Authority 

25.  17     N.Y.  Central  Railroad  Co.  v.   White, 

243   U.S.    188  1917 

26.  8     Utah  Power  &  Light  Co.  v.  U.S.,  243 

U.S.  389  1917 

27.  19     Wall  V.   Parrot   Silver   etc.    Co.,   244 

U.S.  407  1917 

28.  8     Ruddy  v.  Rossi,  248  U.S.   104  1918 

29.  23     Crescent  Oil  Co.  v.  Miss.,  257  U.S. 

129  1921 

30.  10     Southern  Pacific  Co.  v.  Olympian  Co., 

260  U.S.  205  1922 

31.  21     Heisler  v.   Thomas  Colliery  Co.,  260 

U.S.  245  1922 

32.  16     2    Holdsworth,    History    of    English 

Lazv,  (3rd  ed.)  51  1923 
Z2>.        19     Booth    Fisheries     Co.     v.     Industrial 

Comm.,  271  U.S.  208  1926 
34.        11     Fox  River  Co.  v.   R.R.   Comm.,  27 A 

U.S.  651  1926 

Hayman  v.  Galveston,  273  U.S.  414  1927 

Buck  v.  Bell,  274  U.S.  200  1927 

U.S.  V.  Alford,  274  U.S.  264  1927 

Aetna  Ins.  Co.  v.  Hyde,  275  U.S.  400  1928 
Louisville   Gas   Co.   v.    Coleman,   277 

U.S.  32  1928 

Hunt  v.  U.S.,  278  U.S.  96  1928 
Kennedy  v.  Minarets  etc.  Co.,  90  Cal. 

App.  563  (See  fn.  2)  1928 

Corp.  Comm.  v.  Lowe,  281  U.S.  431  1930 
O'Gorman  &  Young,  Inc.  v.  Hartford 

etc.  Co.,  282  U.S.  251  1931 

44.  21     Tax    Commissioner    v.    Jackson,    283 

U.S.  527  1931 

45.  17*  Crowell  v.  Benson,  285  U.S.  22  (See 

fn.  1)  1932 

46.  21     First  Nat.  Bank  v.   Tax  Comm.,  289 

U.S.  60  1933 

47.  21     Puget  Sound  Co.  v.  Seattle,  291  U.S. 

619  1934 

48.  24     Spokane    International    Ry.     Co.     v. 

U.S.,  72  F.  2d  440  1934 

49.  13    Pacific  States  Co.  v.  White,  296  U.S. 

176  1935 


35. 

22 

36. 

20 

37. 

10 

38. 

11 

39. 

21 

40. 

10 

41. 

15= 

42. 

21 

43. 

13 
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Date  of 
Serial   Brief  Decision  or 

No.      Page  Authority*  Authority 

50.  13     Thompson   v.    Consolidated    Gas   Co., 

300  U.S.  55  1937 

51.  11     Currin  v.  Wallace,  306  U.S.  1  1939 

52.  9     Standard  Oil  Co.  of  Calif,  v.  U.S.,  107 

F.  2d  402  1939 

53.  11  U.S.  V.  San  Francisco,   310  U.S.  16  1940 

54.  13  Forbes  v.  U.S.,   125  F.  2d  404  1942 

55.  24  U.S.  V.  Chesapeake  &  O.  Ry.  Co.,   130 

F.  2d  308  1942 

56.  20    Detroit  Bank  v.   U.S.,  317  U.S.  329         1943 

57.  24     Chesapeake  &  O.  Ry.  Co.  v.  U.S.,  139 

F.  2d  632  1944 

58.  21     Independent    Warehouses   v.    Scheele, 

331  U.S.  70  1947 

59.  7     U.S.  V.  California,  2,Z2  U.S.  19  1947 

60.  18     Tennessee  Valley  Authority  v.  Lenoir 

City,  72  F.  Supp.  457    "  1947 

61.  24     Ventura  County  v.  Southern  Califor- 

nia  Edison    Co.,   85    Cal.    App.    2d 

529  1948 

62.  24     Kleinclaus   v.   Marin   Realty    Co.,   94 

Cal.  App.  2d  733;  211   P.  2d  582         1949 

63.  10     Federal  Pozuer  Comm.  v.  Idaho  Power 

Co.,  344  U.S.  17  1952 

64.  25     U.S.  V.  W.T.  Grant  Co.,  345  U.S.  629         1953 

65.  16    Prentiss  v.  National  Airlines,   112  F. 

Supp.  306  1953 

65A.     18     U.S.  V.  Wisclrod.  202  Fed.  (2d)  629         1953 

66.  9     Submerged   Lands   Act    of   1953,    67 

Stat.  29;  43  U.S.C.  1301-1315  1953 

67.  9     Alabama  v.  Texas,  347  U.S.  272  1954 

68.  20*  Brown   v.    Board   of   Education,    347 

U.S.  483  1954 

69.  20*  Boiling  v.  Sharpe,  2>A7  U.S.  497  1954 

70.  22*  The  Perko  cases.     Since  counsel  con- 

cedes that  our  analysis  of  the  Perko 
cases  is  completely  correct ;  (as  he 
states)  "Unexceptional,"  we  will  not 
mention  them  again,  although  we 
rather  think  they  are  not  "dicta," 
since  several  hundred  thousand 
dollars     were     awarded     in     favor 


Date  of 
Serial  Page  Decision  or 

No.     Page  Authority*  Authority 

of    the    Plaintiffs    and    against    the 
US.    on    the    basis    of    the    rulings 
cited  in  our  brief.  In  our  argument 
we  further  discuss  the  Perko  cases.         1955-59 
71        10*  Ivanhoe  Irr.  Dist.  v.  McCracken,  357 

U.S.  275  1958 

72.        25     Gramm  v.  Lincoln,  257  F.  2d  250  1958 

72).        25     Bruce  v.  Travelers  In.<;.  Co.,  266  F.  2d 

781  1959 

74.  12     Best   v.   Humboldt   Mining    Co.,    371 

U.S.  334  1963 

75.  18     Ferry  v.  Udall,  336  F.  2d  706  1964 

76.  13     McMichael  v.  U.S.,  355  F.  2d  283  1965 

77.  15*  Annual  Fire  Report  for  the  National 

Forests,  U.S.  Department  of  Agri- 
culture, p.  3 ;  Table  3,  p.  1  1966 


*Autliority  first  cited  in  Appellants'  Opening  Brief. 

^Of  course,  workmen's  compensation  revenues  are  not  absolute 
liability ;  for  example,  a  drunken  workman  cannot  recover.  Sec- 
ondly, they  are  wholly  statutory  in  source  and  did  not  exist  at 
common  law ;  in  fact,  at  common  law  a  laborer  could  not  even 
sue  his  employer. 

^In  this  case  the  court  specifically  refused  to  impose  absolute 
liability  and  awarded  treble  damages  for  negligence  under  a 
statute. 

^AU  this  report  is  cited  for  is  the  fact  that  fires  represent  a 
major  threat  to  forests,  that  they  are  one  of  the  great  economic 
misfortunes  of  the  country,  that  between  1961  and  1965  11,702 
forest  fires  annually  burned  an  average  of  138,868  acres;  that  in 
1966  the  number  of  acres  burned  was  332,921 ;  that  in  California 
forest  fires  are  particularly  destructive ;  that  the  damage  to  Cali- 
fornia (from  something,  presumably  forest  fires)  was  7,942,200 
and  was  nearly  six  times  that  of  the  next  state,  Idaho. 

*The  foregoing  79  authorities  may  be  divided  into  age-periods 
by  number  and  percentage,  about  as  follows : 
Before  1700 

Between  1700  and  1900,  inch 
Between  1901  and  1920,  inch 
Between  1921  and  1940,  incl. 
Between  1941  and  1960,  incl. 
After  1960 
Total 


2 

2.5% 

14 

17.7% 

13 

16.5% 

25 

31.6% 

21 

26.6% 

4 

5.1% 

79 

100.0% 

APPENDIX  B. 

Negligence  as  a  Part  of  English  and 
American  Law. 

At  Page  16  of  the  Government's  brief  the  statement 
is  made,  "Since  the  times  of  Aethelbert  and  Alfred  the 
Great  the  doctrine  of  torts  was  that  of  absolute  liability. 
Negligence  was  unknown  to  the  law  until  some  thousand 
years  later."  (emphasis  added)  Since  Alfred  the 
Great's  rule  ended  in  899,  this  is  equivalent  to  stating 
that  negligence  was  unknown  to  our  law  until  1899. 
Statements  of  this  nature,  being,  as  they  are,  wholly  in- 
accurate, are  typical  of  the  Government's  brief  and  the 
same  sort  of  wild  claim  permeates  the  entire  document. 

In  fact,  of  course,  negligence  was  clearly  recognized 
at  a  very  early  date  and  accepted  in  principle  as  far  back 
as  the  reign  of  Edward  I  and  Richard  II.  It  was  com- 
monly litigated  in  the  time  of  Elizabeth  I.  The  subject 
matter  is  discussed  at  length  in  2  Jones,  Blackstone, 
1726-1728,  where  relevant  citations  are  given. 

William  Carey  Jones's  Note  to  the  later  edition  of 
Blackstone's  Commentaries  points  out  that: 

"NegHgence  is  defined  to  be  the  omission  to  do 
something  which  a  reasonable  man,  guided  upon 
those  considerations  which  ordinarily  regulate  the 
conduct  of  human  affairs  would  do  or  doing  some- 
thing which  a  prudent  and  reasonable  man  would 
not  do." 

This  quotation  is  from  Blyth  v.  Birmingham  Water- 
works Co.  (1856)  11  Ex.  781. 

This  sophisticated  definition,  which  would  well  serve 
today,  is,  of  course,  the  culmination  of  hundreds  of 
years  of  judicial  analysis  of  the  nature  of  the  law  of 
negligence. 

2  Jones,  Blackstone  1657,  Note  10. 
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In  1  Parker's  Digest  of  California  Reports  and  Stat- 
utes (San  Francisco,  H.  H.  Bancroft  &  Co.  1869),  the 
first  digest  of  California  law,  as  we  are  advised,  the 
author  digests  the  California  negligence  cases  which  had 
been  decided  in  the  Supreme  Court  of  California  in 
the  first  eighteen  years  of  its  existence.  In  that  brief 
period  sixteen  cases  involving  negligence  had  already- 
reached  the  highest  court  of  California.  These  cases 
are  listed  below  in  this  Appendix  and  clearly  demon- 
strate that  even  in  the  most  western  of  our  states  and 
in  the  earliest  days  of  its  existence,  negligence  was  well 
entrenched  as  an  important  principle  of  our  jurispru- 
dence. In  fact,  in  apparently  the  first  case  considered 
by  the  California  Supreme  Court  where  the  issue  of 
negligence  was  involved,  Hallower  v.  Henley,  6  Cal. 
209,  decided  in  April  1856,  the  precedents  cited  were  4 
Metcalf  55  [Farwell  v.  Boston  &  Worchester  RR  Corp. 
(1842)  4  Met.  55,  45  Mass.  49],  and  5  Exchequer  341 
[Mead  v.  Bashford  (1850)  5  Ex.  341;  155  Eng.  Rep. 
147].  All  California  negligence  cases  cited  in  Parker, 
op.  cit.  follow: 

1.  Hallower  v.  Henley  ( 1856)  6  Cal.  209. 

2.  James  v.  San  Francisco  (1856)  6  Cal.  528. 

3.  Finn  v.  Vallejo  Street  Wharf  Co.  (1857)  7  Cal. 

253. 

4.  Hoffman    v.     Tuolumne    County    Water    Co. 

5.  Wolf    V.    St.    Louis    Independent    Water    Co. 

(1858)  10  Cal.  541. 

6.  Fraler  v.  Sears   Union   Water  Co.    (1859)    12 

Cal.  555. 

7.  Hastings  v.  Halleck  ( 1859)  13  Cal.  203. 

8.  Whitney  v.  Butterfield  (1859)  13  Cal.  335. 

9.  Jackson  v.  Feather  River  &  Gibsonville  Water 

Co.  (1859)  14  Cal.  18. 


10.  Algier  v.  The  Steamer  Maria  (1859)    14  Cal. 

167. 

11.  Hull  V.  Sacramento  Valley  RR  Co.  (1859)   14 

Cal.  387. 

12.  Todd  V.  Cochell  ( 1860)  17  Cal.  97. 

13.  El  Dorado  County  v.  Elstner  (1861)   18  Cal. 

144. 

14.  Richmond    v.     Sacramento     Valley     RR     Co. 

(1861)  18  Cal.  351. 

15.  Richardson  v.  Kier  (1867)  34  Cal.  63. 

16.  Gay  v.  Winter,  et  al.  (1867)  34  Cal.  153. 
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FOKEST  SERVICE  MANUAL 
WASHINGTON,  D.C. 


NEEGENCY  DIRECTIVE  NO.  5  June  30,  1968 

ISTRIBUTION:   In-Service  Holders  of  FSH-2700 

BAPTER:   2710  -  SPECIAL  USES 

3STING  NOTICE:   Last  E.  D.  in  2700  is  No.  4 

Post  Follo-.ving  Chapter  2710, .  SPECIAL  USES 


^IS  DIRECTIVE  CO\^R.?  THE  SETTING  OF  FEES  FOR  CONCESSION  (COMMERCIAL 
JBLIC  SERVICE)  SPECI7-i  USE  PERMITS,  by  providing  instructions  for 
piplying  the  Graduated  Rate  Fee  System  (GPJ"S)  . 

le  Graduated  Pate  Fee  System  (GRFS)  will  be  used  where  appropriate 
fter  July  1,  1968,  i.e.;  in  all  new  permits  and  in  all  existing 
2rmits  where  it  is  not  precluded  by  the  terms  of  the  permit,  except 
lat  the  present  system  V7ill  continue  to  apply  to  existing  winter 
3orts  permits. 

lis  E.D.,  in  booklet  form,  is  being  distributed  to  concession  Per- 
Lttees  v;ho  responded  to  the  July  10,  1967  Review  Draft  description 
:  GRFS,  and  to  other  individuals,  agencies  and  organizations  with 
1  interest  in  it. 

;e  Calculation  Worksheets  -  FS-2700-19  and  FS-2700-20  are  being 
:nt  directly  to  the  Regions  for  distribution  by  the  Lands  Division 
)  the  Forests  on  the  basis  of  need. 


A 


M.  M.  NELSON 
Deputy  Chief 


lote:      The   emphasis   on   Pages    2710--3,    2710--6,    2710--7 
and    2710--17    is    ours.) 
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III .       PRINCIPLES    OF   THS    SYSTEM 

OBJECTIVC 

The  objective  of  the  Graduated  Rate  Fee  System  is  to  establish 
'feesfor  National  Forest  concession  Special  Use  Permits  commensurate 
with  the  value  of  the  use  authorized  by  the  permit.   **     ~ 

PREMISES 

The  Graduated  Rate  Fee  System  is  based  on  several  fundamental 
premises.   They  are: 

-  the  fees  to  ba  paid  siiall 

-  afford  a  perr;'.ittee  of  average  operating  efficiency 
an  opportunity,  under  normal  circumstances,  to 
inake  a  reasoneble  profit  on  his  investment; 

-  permit  reasonable  charges  to  National  Forest 
visitors  for  goods  provided  and  services 
rendered; 

-  result  in  an  equitable  return  to  the  Government 
for  the  use  of  the  public  land  involved; 

-  recognize  a  public  need  for  the  services  and 
facilities  authorized;  and 

-  be  reasonably  comparable  to  the  rent  paid  by 
the  industry  as  a  v/hole  for  the  same  or 
similar  kinds  of  businesses,  but  since  the  fees 
should  reflect  the  public  need  for  the  services 
or  facilities  provided,  they  need  not 
necessarily  be  all  that  a  private  landov;ner 
might  charge. 

-  The  investment  that  a  permittee  is  willing  to  make  in 
fixed  assets  in  the  development  of  a  National  Forest 
site,  and  the  volume  of  business  generated  by  that 
investment  reflect  the  productivity  of  the  site 
involved,  and  fees  should  be  assessed  accordingly. 

-  Concession  sales  may  be  greatly  affected  by  weather**        " 
and  frequently  by  adverse  natural  forces  such  as 

slides,  avalanches,  fires,  and  floods.   An  equi— 
tabie'Teelnust  reflect"  these  fluctuations  over  which 
the  permittee  has  no  control. 

(UNm-;RLl>.]>;G  FOU  il>:1  HASIS  added    TiIHGU..HT  Tilli  APP.'lXlJlX 
BY  bi£Fii:;D  \>.T)  e.d.  no.  5 

6/30/68 
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n  calculating  a  fee  the  breakeven  point  for  a  single  business  operation 
s  used  as  established.   In  mixed  business  operations  a  v;eighted  or  com- 
osite  breakeven  point  is  calculated.   This  is  accomplished  by  (1) 
ultiplying  the  breakeven  point  established  for  each  type  of  business  by 
he  percentage  that  this  kind  of  business  bears  to  the  total  business 
hen  (2)  adding  these  percentages  to  arrive  at  the  coir.posite  breakeven 
oint.   A  work  sheet  nia};es  this  a  siinxjle  aritlunotic  step.   See  page  49. 

inter  sports  operations  are  handled  as  a  single  integrated  business, 
he  breakeven  point  established  is  alre:^.c.y  a  composite  based  on  the 
tudy  of  winter  sports  operations  uyed  in  developing  the  fee  system. 

he  definitions  of  the  10  b'.'.sinassos  a-'o : 

Groceries .   Include;;  saJes  of  items  usually  associated  with 
grocery  stores,  such  j.s  staple  foods,  r.'.aats,  produce,  house- 
hold supi>lies  sucii  cs  cleanip.g  material,  staple  drug  articles, 
etc.   This  item  includes  bottled  soft  drinks  and  beer  when 
included  in  the  grocery  operation. 

Service ,  Food .   Includes  meels ,  sandv;iches,  and  other  food 
materials  prepared  for  carry-out  or  consumed  on  the  premises. 
So-called  snackbars  are  included  here.   It  includes  non- 
alcoholic drinks  and  beer  sold  in  conjunction  with  food. 

Service ,  Cars ■   Includes  all  kinds  of  articles  and  services 
used  in  servicing  and  repairing  automobiles.   Where  no 
service  station  or  garage  business  is  operated  as  such  and 
auto  accessories  are  sold  by  a  general  store,  such  sales 
are  included  under  General  Merchandise. 

General  Merchandise.   Includes  clothing  and  hardware;  also 
boat  accessories,  fish  bait  and  tackle,  hunting  equipment 
and  supplies,  other  sporting  goods,  souvenirs,  gifts,  and 
sales  of  licenses. 

Service,  Liquor.   Includes  all  alcoholic  drinks  for  comsump^ 
tion  on  the  premises  and  other  sales  ordinarily  a  part  of  a 
bar  or  cocktail  lounge  business.   Where  a  bar  is  operated  in 
conjunction  v;ith  a'  restaurant  or  overnight  accommodations, 
liquor  and  beer  sales  are  recorded  and  reported  separately. 
^Icoholic  J3eyer_a2es__f  or_consump_tion_pf  f  ,.the_Dremise.s  are  also 
included  in  this  item  except  as  indicated  in  Groceries  and 
Services,  Food,  above. 
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Outfitter-Guides ■   All  activities  or  coransrcial  guiding  ser- 
vices involving  back  country  travel  regardless  of  mode  of 
travel  when  associated  v.'ith  a  permitted  resort  or  dude  ranch. 
All  service  charges  are  considered  sales . 

Service,  Room.   Includes  all  income  for  lodging  where  daily 
room  service  is  furnished.   Income  from  furnished  cabins 
and  cottages  that  do  not  receive  maid  service  is  reported 
under  Rentals,  Cabins. 

Rentals,  Cabins.   Includes  income  fron  rental  of  furnished 
or  unfurnished  cabins,  cottages,  housekeeping  rooms,  con- 
dominiums, motel  \inits ,  etc.,  where  daily  maid  service  is 
not  furnished  by  the  permittee. 

Rentals,  Other.   Includes  all  revenue  from  rental  of  camping 
space,  improved  or  othsi-'.vise;  trailer  courts;  trailer,  boat 
and  other  equipif.ent  rentals;  horse  rentals,  barber  shop,  pool 
hall,  and  other  ser'/ices.   ?!arina  sales  of  gasoline  and  oil 
for  boats,  repair  services,  and  dockage  or  mooring  charges 
are  included. 

VJinter  Sports  ■   The  co.-marcial  enterprises  under  a  special- 
use  permit  oriented  to  skiing  or  sno^^^play  activities.   How- 
ever, a  use  associated  with  skiing  or  sno^vplay  but  which 
is  covered  by  a  separate  permit  will  be  categorized  as 
being  v.'hat  it  is,  rather  than  v/inter  sports.   For  example, 
a  lodge  may  be  associated  v/ith  a  ski  area,  but,  if  under 
separate  permit  it  V7ill  be  considered  as  a  lodge  rather 
than  as  winter  sports.   A  separately  permitted  ski  school 
will  be  classed  as  winter  sports.   Hov.'ever,  the  fee  rate 
for  the  school  will  be  determined  following  the  instructions 
on  page  9. 


RATE  SCHEDULES 

The  rates  used  in  calculating  fees  are  taken  from  graduated  rate 
schedules  established  in  the  System.   The  first  of  the  regular 
schedules  is  used  in  setting  fees  for  all  businesses  except  Winter 
Sports.   The  second  regular  schedule  applies  to  Winter  Sports  only. 
These  rates  in  both  schedules  are  standard  for  Servicev:ide  use  in 
the  direct  calculation  of  basic  fees.   A  basic  fee  so  calculated 
may  be  subject  to  a  surcharge  set  either  as  the  result  of  competi- 
tive bidding  or  by  negotiation. 

When  operated  as  single  businesses,  special  schedules  are  provided 
for  Service  Stations,  and  Outfitter-Guide  operations. 
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nanqing  GFA 

ice  fixed,  GFA  v;ill  be  changed  only  under  the  following  circumstances 
1)  it  may  be  adjusted  as  provided  under  the  instructions  for  "Upon 
ale  and  Transfer  of  Permit"  and  (2)  it  will  be  updated  everytime  a 
=6  is  calculated.   This  may  or  may  not  result  in  a  change.   It  is  a 
tep  taken  to  recognize  additions,  deletions,  modernization,  or 
-I'recovered  losses  (sul:Tr~al; '  fi'reT  of  "ah'existing  perrtii'ttee  .  ' 

iformation  needed  to  update  GFA  will  be  submitted  by  the  permittee 
3  a  part  of  his  annual  operating  statement.   Therefore,  it  is  to 
le  permittee's  advantage  to  keep  good  records,  and  report  his 
westment  changes  regularly. 

Lnce  local  Forest  officers  administering  permits  will  know  whether 
le  changes  claimed  did  or  did  not  occur,  no  special  audit  need  be 
sde  to  verify  these  records  between  routine  audits. 

1  new  or  reissued  permits  where  flat  fees  are  not  involved,  updating 
ill  be  done  annually.   In  existing  permits  with  either  percentage 
;es  or  flat  fees,  it  will  be  done  at  5-year  intervals.   Regular 
jdating  in  GFA  is  made  in  this  V7ay : 

Enter  established  GFA  for  improvements    $ 


Show  net  difference  of  improvement 
additions  and  deletions  $_ 

Subtotal  for  improvements 

Enter  last  cost  of  short-lived  equip- 
ment and  fixtures  $_ 

Show  additions  and  deletions  $ 


Subtotal  for  equipment  &  fixtures  $_ 

rand  Total  GFA  ? 
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Items  listed  in  a  policy  statcmsnt  prepared  by  the 
permittee  pertaining  to  gratuities  previously 
approved  in  v/riting  by  the  Forest  Supervisor.   The 
policy  statement  v/ill  describe  how  gratuities  are 
to  be  recorded.   A  record  of  gratuities  not  exempt 
will  be  kept  by  the  permittee  as  a  part  of  the 
records  required  under  this  permit.  1/ 

Franchise  receipts. 


/  A  sometimes  complicated  aspect  of  sorting  sales  stems  from  the 
act  that  a  limited  amount  of  "on  the  house"  gratuities  are 
nherent  in  most  business  enterprises.   They  may  take  the  form  of 

free  meal,  a  free  riding  lesson,  a  ski  lift  pass,  the  use  of 
oncessicners  facilities,  etc.   These  are  customary  trade  practices. 
,s  a  guide  to  hov;  much  of  this  should  be  included  in  sales  for 
ee  calculations ,  the  Forest  Supervisor  will  secure  agreement  with 
he  permittee  as  to  the  general  nature  and  extent  of  his  planned 
ratuity  prograia.   As  part  of  this,  before  the  beginning  of  the 
eason  the  permittee  will  provide  the  Forest  Supervisor  with  a 
olicy  statement  indicating  the  nature  and  extent  of  his  planned 
ratuity  program  and  who  will  be  the  recipients.   This  may  include 
■ersons  present  in  the  interest  of  safety  of  the  public;  those 
hose  presence  will  significantly  increase  sales  by  publicity  for 
he  operation;  competitors,  judges,  and  other  officials  of 
rganized  competitive  or  exhibition  events;  officials  responsible 
or  inspection  and  adT.ini strati on  of  the  permitted  use;  and  other 
imilar  purposes. 

fter  review  and  approval  by  the  Forest  Supervisor,  the  permittee's 
easonable  adherence  to  his  program  v/ill  be  controlled  as  one 
spect  of  the  routine  inspection  of  the  permitted  operation.   The 
o.licy  statement  \;ill  remain  effective  until  or  unless  the  permittee 
ecpaests  a  change.   In  event  of  a  change,  review  and  approval  will 
ie  handled  as  was  the  original  plan. 
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The  Hammurabi  CodiJ. 
200. 

If  a  man  knock  out  the  teeth  of  a  man  who  is  his 
equal  111  rank,  one  shall  knock  out  his  teeth. 

201. 

If  he  knock  out  the  teeth  of  a  freedman,  he  shall 
pay  one-third  mina  of  silver. 

202. 

If  a  man  strike  a  man  of  higher  rank  than  him- 
self, one  shall  give  him  sixty  strokes  with  a  cow- 
hide whip  in  public. 

It  seems  that  public  whipping  was  practiced  in  Israel 
too,  as  in  the  case  of  the  Inisband  who  falsely  accused  his 
wife  or  betrothed  of  unchastity.  (Deut.  22:18.)  Some  kind 
of  fijrnication  was  likewise  punished  with  public  whipping. 
(I<ev.  19:20.) 

203. 

If  a  free-born  man  strikes  a  man  of  his  own  rank, 
he  shall  pay  one  mina  of  silver. 

204. 

If  a  freeman  strike  a  freeman,  he  shall  pay  ten 

shekels  of  silver. 

205. 

If  the  slave  of  a  freeman  strike  a  freeman,  one 

shall  cut  off  his  ear. 
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Co-OpsinOhio 
Buy  50%  Interest 
In  Power  Facility 

Purchase  for  $66  Million 
From  American  Electric 
Is  First  of  Kind  in  U.S. 


No  Federal  Financing  Used 

By  a  "Wall  Street  Journal  Staff  Reporter 

COLUMBUS,  Ohio— A  group  of  27  Ohio  rural 
electric  cooperatives  purchased  for  $66  million 
a  50%  Interest  in  a  $131  million  power  plant 
near  Steubenville,  Ohio,  from  American  Elec- 
tric Power  Co.,  New  York. 

It's  the  first  time  that  an  investor-owned 
utility  and  rural  electric  cooperatives  have 
shared  an  electric  generating  facility,  and  the 
first  time  cooperatives  have  financed  a  power- 
plant  project  with  non-Federal  funds. 

Buckeye  Power  Inc.,  owned  by  the  coopera- 
tives, placed  privately  with  a  group  of  12  insur- 
ance companies  and  other  institutional  lenders 
$62  million  in  bonds.  These  proceeds  and  equity 
funds  from  tlie  cooperatives  were  used  to  fi- 
nance the  purchase. 

The  power  facility,  known  as  the  Cardinal 
Plant,  contains  two  615,000-kilowatt  generating 
units.  It  was  placed  in  operation  last  July  by 
Ohio  Power  Co.,  a  subsidiary  of  American 
Electric  Power,  a  holding  company  with  utility 
operations  in  seven  states. 

Power  from  the  plant  will  be  distributed  to 
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Co-OpsinOhio 
Buy  50%  Interest 
In  Power  Facility 

Purchase  for  $66  Million 
From  American  Electric 
Is  First  of  Kind  in  U.S. 


No  Federal  Financing  Used 

By  a  Wall  Street  Journal  Staff  Reporter 

COLUMBUS,  Ohio— A  group  of  27  Ohio  rural 
electric  cooperatives  purchased  for  §65  million 
a  50%  interest  in  a  $131  million  power  plant 
near  Steubenville,  Ohio,  from  American  Elec- 
tric Power  Co.,  New  York. 

It's  the  first  time  that  an  investor-owned 
utility  and  rural  electric  cooperatives  have 
shared  an  electric  generating  facility,  and  the 
first  time  cooperatives  have  financed  a  power- 
plant  project  with  non-Federal  funds. 

Buckeye  Power  Inc.,  owned  by  the  coopera- 
tives, placed  privately  with  a  group  of  12  insur- 
ance companies  and  other  institutional  lenders 
$62  million  in  bonds.  These  proceeds  and  equity 
funds  from  the  cooperatives  were  used  to  fi- 
nance the  purchase. 

The  power  facility,  known  as  the  Cardinal 
Plant,  contains  two  G15,000-kilowatt  generating 
units.  It  was  placed  in  operation  last  July  by 
Ohio  Power  Co.,  a  subsidiary  of  American 
Electric  Power,  a  holding  company  with  utility 
operations  in  seven  states. 

Power  from  the  plant  will  be  distributed  to 
the  cooperatives  over  lines  of  seven  investor- 
owned  utilities  in  the  state. 

Owen  Manning,  president  of  Buckeye 
Power,  said  the  purchase  indicates  that  cooper- 
atives in  Ohio  have  "attained  such  a  maturity" 
that  they  are  "no  longer  dependent  on  Govern- 
ment financing"  to  achieve  ownership  of  elec- 
tric generating  facilities.  The  Ohio  coopera- 
tives serve  155,000  customers. 

Until  now,  cooperatives  have  received 
power  either  by  buying  it  from  Federal  or 
investor-owned  power  systems,  or  by  banding 
together  to  build  Federally  financed  plants 
through  "super  cooperatives." 

The  Federal  Power  Commission,  in  giving 
its  approval  to  the  joint  cooperative  project 
with  American  Electric  Power  termed  it  "an 
encouraging  development." 
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OPINION  BELOW 

The  district  court  did  not  write  an  opinion.  Its 
order,  dated  September  29,  1967,  granting  sunnary  judgaent  In 
favor  of  plaintiff  with  findings  of  fact  and  conclusions  of 
law,  appears  at  pages  179-185  of  the  record. 

JURISDICTION 

Jurisdiction  of  the  district  court  over  this  action 
brought  by  the  United  States  rested  on  28  U.S.C.  sec.  1343. 
Sunmary  judgment  was  entered  on  September  29,  1967  (R.  186). 
Notice  of  appeal  was  filed  November  9,  1967  (R.  187).  Juris- 
diction of  this  Court  rests  on  28  U.S.C.  sec.  1291. 
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QUESTIONS  PRESENTED 

1.  Whether  the  Secretary  of  Agriculture,  as  guardian 
of  the  national  forests,  was  authorized  to  require  pendttees 
for  electrical  power  lines  In  the  forests  to  assume  absolute 
liability  for  fire  suppression  costs  of  electrical  fires. 

2.  Whether,  having  obtained  the  benefits  of  a  special 
use  permit  wherein  It  assumed  absolute  liability  for  all  costs, 
Edison  Is  now  estopped  from  repudiating  Its  burdens. 

CONSTITUTION  AND  STATUTES  INVOLVED 

Article  IV,  Section  3,  clause  2,  of  the  United  States 

Constitution,  reads  In  pertinent  part: 

The  Congress  shall  have  Power  to  dispose 
of  and  make  all  needful  Rules  and  Regulations 
respecting  the  Territory  or  other  Property  be- 
longing to  the  United  States;  *  *  *, 

The  Organic  Administration  Act  of  June  4,  1897,  30 

Stat.  35,  as  amended,  16  U.S.C.  sec.  551,  provides  In  pertinent 

part: 

The  Secretary  of  Agrlcultiire  shall  make 
provisions  for  the  protection  against  destruc- 
tion by  fire  and  depredations  upon  the  public 
forests  and  national  forests  which  may  have 
been  set  aside  or  which  may  be  hereafter  set 
aside  *  *  *  and  he  may  make  such  rules  and 
regulations  and  establish  such  service  as  will 
Insure  the  objects  of  such  reservations,  name- 
ly, to  regulate  their  occupancy  and  use  and 

preserve  the  forests  thereon  from  destruction 
*  *  *, 

The  Act  of  February  15,  1901,  31  Stat.  790,  as  amended, 
16  U.S.C.  sec.  522,  provides  In  pertinent  part: 


-  3  - 


The  Secretary  of  Agriculture  Is  author- 
ized and  empowered,  under  general  regulations 
to  be  fixed  by  him,  to  permit  the  use  of  rights 
of  way  through  the  national  forests  for  elec- 
trical plants,  poles,  and  lines  for  the  genera- 
tion and  distribution  of  electrical  power,*  *  *. 

The  Act  of  March  4,  1911,  36  Stat.  1253,  as  amended, 

16  U.S.C.  sec.  523,  provides  In  relevant  part: 

The  head  of  the  department  having  juris- 
diction over  the  lands  be,  and  he  hereby  Is, 
authorized  and  empowered,  under  general  regu- 
lations to  be  fixed  by  him,  to  grant  an  ease- 
ment for  rights-of-way,  for  a  period  not  ex- 
ceeding fifty  years  from  the  date  of  the  Issu- 
ance of  such  grant,  over,  across  and  upon  the 
public  lands,  national  forests  and  reservations 
of  the  United  States  for  electrical  poles  and 
lines  for  the  transmission  and  distribution  of 
electrical  power  *  *  *:  Provided.  That  such 
right-of-way  shall  be  allowed  within  or  through 
any  national  park,  national  forest  *  *  *  only 
upon  the  approval  of  the  chief  officer  of  the 
department  under  whose  supervision  or  control 
such  reservation  falls,  and  upon  a  finding  by 
him  that  the  same  Is  not  a  finding  Incompatible 
with  the  public  Interest:  *  *  * 

STATEMENT 

The  United  States  brought  this  action  to  recover  from 
Edison  expenses  Incurred  by  the  United  States  Forest  Service  In 
extinguishing  a  forest  fire  originating  from  appellant's  right 
of  way  located  In  the  San  Bernardino  National  Forest,  appellee's 
property. 

This  case  Is  of  great  Importance  to  the  Forest  Service 
because  It  Involves  the  Interpretation  of  the  **hlgh  hazard" 
clause  which  the  Forest  Service  has  since  1916  required  be 
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included  in  special  use  pexaits  grmting  rights  of  way  through 
national  forests  for  electrical  transmission  lines  (R.  1A3). 
The  Forest  Service  has  uniformly  interpreted  such  "high  hazard" 
clauses  as  imposing  upon  permittees  absolute  liability  for  all 
costs  incurred,  including  costs  of  fire  suppression,  from  elec- 
trically caused  fires.  Several  thousand  such  special  use  per- 
mits are  now  extant  throughout  the  United  States. 

The  special  use  permit  before  the  court,  dated  Octo- 
ber 8,  1962,  granted  to  Edison  a  15 -foot  right  of  way  within 
the  San  Bernardino  National  Forest  to  construct,  maintain  and 
operate  an  electrical  transmission  line.  It  was  executed  for 
the  Forest  Service  by  the  Acting  Forest  Supervisor  and  for 
Edison  by  a  Vice  President  (R.  9,  16,  113,  116). 

Printed  Condition  No.  8,  requiring  the  permittee  to 
exercise  "due  diligence"  and  obligating  it  to  pay  the  United 
States  for  any  damage  resulting  from  negligence,  was  stricken 
(R.  16,  133).  In  place  thereof,  a  typewritten  "high  hazard" 
clause  imposing  on  Edison  absolute  liability  for  any  damage  re- 
gardless of  fault  was  substituted,  reading  as  follows  (R.  7,  17, 
114) : 

The  permittees  shall  pay  the  United  States 
for  any  damage  resulting  from  this  use. 

Edison  was  fully  familiar  with  the  terms  and  meaning 

of  "high  hazard"  clauses;  for  approximately  five  years  previous! 


-  5  - 

Edison  had  negotiated  a  similar  right  o£  way  permit  with  the 
Forest  Service.   Edison  had  then  requested  the  deletion  o£  the 
"high  hazard"  clause.  The  Regional  Forester  had  written  to 
Edison  informing  it  that  this  could  not  be  done  and  explained 
that  under  this  clause  Edison  would  be  liable  for  fire  suppres- 
sion costs  regardless  of  negligence,   (R.  145-146.) 

The  district  court  fo\md  that  the  permit  was  a  com- 
plete contract  to  be  construed  on  its  face;  that  the  assun4>tion 
of  absolute  liability  by  Edison  in  the  "high  hazard"  clause  was 
clear  and  iinambiguous ;  that  by  stipulation  the  fire  was  electric 
in  source,  not  the  result  of  defendant's  negligence,  but  eman- 
ated from  Edison's  electric  lines  erected  and  maintained  pursu- 
ant to  the  special  use  perniit;  and  that  Edison's  assertion,  that 
the  enforcement  of  the  terms  of  the  contract  imposing  absolute 
liability  on  it  would  be  unconstitutional,  was  insubstantial  and 
without  merit  (R.  180-184).  This  appeal  followed. 

SUMMARY  OF  ARGUMQIT 
I 

The  United  States  is  the  owner  of  the  public  lands. 
The  Constitution  commits  to  Congress  the  power  to  dispose  of  and 
make  all  needful  rules  and  regulations  respecting  the  territory 
or  other  property  belonging  to  the  United  States.  The  Supreme 
Court  has  consistently  recognized  that  Congress  has  plenary 
power  to  dispose  of  the  public  lands  upon  such  terms  and  condi- 
tions as  the  public  interest  requires.  The  United  States  is 
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not  required,  if  it  bestons  a  bounty  or  permits  the  use  of  its 
property,  to  refrain  from  imposing  any  conditions  or  limitation 
The  power  to  graut  or  withhold  privileges  comprehends  thp  power 
to  impose  reasonable  conditions  which  are  germane  to  the  objec- 
tivas  of  the  grant  or  relevant  to  the  federal  interest  in  the 
property  being  used  or  dispensed. 

This  power  is  delegable.  Congress  has  vested  the 
Secretary  of  Agriculture  with  the  duty  of  preserving  the  nation 
al  forests  from  destruction  by  fire  and  other  depredations.  It 
has  granted  him  discretionary  power  to  regulate  the  use  and  oc- 
cupancy of  the  forests.  Congress  has  also  empowered  the  Secre- 
tary, pursuant  to  regulations  to  be  fixed  by  him,  to  grant  righ 
of  way  through  national  forests  for  electrical  transmission  lin 

The  Secretary's  policy  requiring  the  imposition  of  ab 
solute  liability  for  electrically  caused  fires  upon  permittees 
is,  considering  the  formidable  hazard  and  immense  economic  toll 
taken  by  forest  fires,  an  appropriate  exercise  of  his  discretio 
relevant  to  the  protection  of  the  interasts  of  the  United  State 

II 

Having  agreed  to  assume  absolute  liability  for  elec- 
trically caused  fires,  and  having  accepted  the  benefits  of  the 
right  of  way  permit,  Edison  is  now  estopped  from  resisting  en- 
forcement of  this  agreement  by  asserting  that  the  agreement  is 
invalid  on  the  basis  of  alleged  unconttitotionality. 
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III 
The  agreement  does  not  violate  the  Constitution,  does 
not  deprive  Edison  of  Its  property  without  due  process  of  law 
and  does  not  deny  to  It  equal  protection  of  the  laws.  The  spe- 
cial use  permit  clearly  Imposed  absolute  liability  on  Edison 
for  fire  suppression  costs.  All  material  Issues  of  fact  were 
stipulated,  including  damages.   Summary  judgment  was  therefore 
proper . 

ARGUMENT 
I 

THE  SECRETARY  OF  AGRICULTURE  WAS 
VALIDLY  AUTHORIZED  TO  REQUIRE 
POWER  LINE  PERMITTEES  IN 
NATIONAL  FORESTS  TO  ASSUME 
ABSOLUTE  LIABILITY  FOR  COSTS 
OF  SUPPRESSING  ELECTRICALLY 
CAUSED  FIRES 

A,  The  statutes  are  constitutional.  -  Congress  enjoys 
broad  and  sweeping  powers  over  the  lands  of  the  United  States. 
Article  IV,  Section  3,  of  the  Constitution,  commits  to  Congress 
the  power  "to  dispose  of  and  make  all  needful  rules  and  regula- 
tions" respecting  the  lands  of  the  United  States.  The  Govern- 
ment's power  of  disposal  is  absolute.   "No  one  has  ever  contest- 
ed its  supreme  right  to  dispose  of  its  own  property  in  its  own 
way."  McClung  v.  Silllman.  6  Wheat.  598,  605  (1821);  see  also 
United  States  v.  California.  332  U.S.  19,  27  (1947).   "The  Nation 
is  an  owner,  and  has  made  Congress  the  principal  agent  to  dispose 
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of  its  property."  Butte  Cltv  Water  Co,  v.  Baker.  196  U.S.  119, 

126  (1905).  Thus,  in  Gibson  v.  Chouteau.  13  Wall.  92,  99  (1872)) 

the  Supreme  Court  wrote: 

With  respect  to  the  public  domain,  the 
Constitution  vests  in  Congress  the  power  of 
disposition  and  of  making  all  needful  rules 
and  regulations.  That  power  is  subject  to 
no  limitations.  Congress  has  the  absolute 
power  to  prescribe  the  times,  the  conditions, 
and  the  mode  of  transferring  this  property, 
or  any  part  of  it,  *  *  *, 

In  sustaining  the  constitutionality  of  a  provision  of 

the  Homestead  Act  of  1862,  exempting  homestead  lands  from  satis-' 

faction  of  any  debt  contracted  prior  to  the  issuance  of  such 

patent,  the  Supreme  Court  in  Ruddy  v.  Rossi.  248  U.S.  104,  106 

(1918),  stated: 

[I]t  is  settled  that  Congress  has  plenary 
power  to  dispose  of  public  lands.  United 
States  V.  Gratiot,  14  Pet.  526,  537*1  fEey 
may  be  leased,  sold  or  given  away  upon  such 
terms  and  conditions  as  the  public  interests 
require . 

So,  too,  in  Utah  Power  &  Light  Co.  v.  United  States. 
243  U.S.  389  (1917),  the  United  States  was  granted  an  injunc- 
tion against  defendant's  unauthorized  occupancy  of  rights  of 
way  for  electrical  power  lines  through  public  lands  and  awarded 
compensation  for  past  use.  With  respect  to  the  lands  of  the 
United  States  the  Supreme  Court  sustained  (at  405)  the  power  of 
the  Federal  Government  "to  control  their  occupancy  and  use,  to 
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protect  them  from  trespass  and  injury  and  to  prescribe  the  con- 
ditions upon  which  others  may  obtain  rights  in  them  *  *  *." 

The  unfettered  power  of  Congress  to  dispose  of  the 
public  lands  is  beyond  the  reach  of  the  other  branches  of  the 
Government.  As  this  Court  wrote  in  Standard  Oil  Co.  of  Calif or- 
nia  V.  United  States.  107  F.2d  402,  409  (1939),  cert,  den.,  309 
U.S.  654:   "The  disposal  of  the  public  lands  is  not  a  subject 
over  which  the  'judicial  power'  of  the  United  States  is  extend- 
ed.  It  is  a  field  in  which  the  authority  of  Congress  is  supreme 
*  *  *,"  For  this  reason  States  not  benefited  by  the  Submerged 
Lands  Act  of  1953,  67  Stat.  29,  43  U.S.C.  sees.  1301-1315,  were 
denied  leave  to  file  complaints  in  the  Supreme  Court  challenging 
that  Act's  constitutionality.  Alabama  v.  Texas,  347  U.S.  272 
(1954). 

As  an  incident  to  its  ownership  and  unfettered  power 
over  federal  lands.  Congress  may  take  such  steps  as  it  deems 
necessary  to  protect  the  public  lands.   It  may  prevent  unauthor- 
ized mining,  United  States  v.  Gear,  3  How.  120  (1845);  it  may 
enjoin  grazing  without  a  permit.  United  States  v.  Grimaud .  220 
U.S.  506  (1911);  it  may  prohibit  fencing  of  adjoining  private 
lands  in  a  manner  which  renders  public  land  nearly  inaccessible, 
Camfield  v.  United  States,  167  U.S.  518  (1897);  it  may  bar  pati- 
ents of  unregistered  physicians  from  «sing  waters  of  federally- 
owned  hot  springs,  Van  Lear  v.  Eisele,  126  Fed.  823  (C.C.  E.D. 
Ark.  1903);  it  may,  in  derogation  of  state  game  laws,  authorize 
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the  killing  of  surplus  deer  Whose  foraging  threatens  Injury  to 
a  national  forest,  Hunt  v.  United  States.  278  U.S.  96  (1928); 
and  it  may  pixnish  adjoining  landowners  leaving  fires  on  private 
land  extinguished  which  imperil  public  forests,  United  States 
V.  Alford,  274  U.S.  264  (1927). 

Since  the  control  and  disposition  of  the  lands  of 
the  United  States  are  lodged  exclusively  in  Congress,  it  may  im- 
pose such  reasonable  conditions  upon  any  use  or  grant  as  it  sees 
fit.  '*The  Government  may  dispose  of  its  bounty  on  such  terms 

as  it  sees  fit  *  *  *."  Ickes  v.  Underwood,  141  F.2d  546,  548 

1/     

(C.A.  D.C.  1944).    The  Supreme  Court  has  sustained  the  right 

of  the  Federal  Power  Coumission  to  require  a  utility  using  a 
right  of  way  on  public  lands  to  agree  to  carry  government  power 
over  its  lines.  Federal  Power  Comniission  v.  Idaho  Power  Co. . 
344  U.S.  17  (1952).  Pursuant  to  federal  reclamation  laws  the 
Secretary  of  the  Interior  may  impose  certain  conditions  in  con- 
tracts. Ivanhoe  Irrig.  Dist.  v.  McCracken,  357  U.S.  275,  295 
(1958).  The  power  to  approve  or  disapprove  includes  the  power 
to  condition  its  approval  and  to  set  any  conditions  it  deems 
necessary  for  the  general  welfare.  So  in  Southern  Pac.  Co.  v. 
Olympian  Co..  260  U.S.  205  (1922),  the  Supreme  Court  sustained 


1/  The  Court  went  on  to  add  the  following:  "*  *  *  and  the  ex- 
ecutive agency  which  Congress  hat  chosen  for. the  purpose  of 
giving  away  public  lands  and  mineral  deposits  is  peculiarly  equip 
ped,  in  terms  of  experience  and  administrative  capacity,  to  act 
in  its  behalf.  When  an  executive  agency  acts  in  this  capacity, 
there  is,  perhaps,  less  reason  than  in  any  other  type  of  admin- 
istrative action  to  subject  its  determinations  to  judicial  re- 
view. 
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the Secretary  of  War's  conditional  approval  of  the  construction 
3f  a  new  bridge  upon  the  demolition  and  removal  of  an  old  bridge 
which  threatened  navigation.  Congress  may  even  attach  terms  and 
:ondition8  to  the  disposition  of  federal  property  to  accomplish 
Lndirectly  those  objectives  which  it  could  not  achieve  directly. 
Chus,  in  United  States  v.  San  Francisco.  310  U.S.  16  (1940),  the 
Jnited  States,  under  the  Raker  Act,  granted  to  San  Francisco  cer- 
tain lands  and  rights  of  way  over  federal  property  for  use  as  a 
Bunicipal  water  supply  and  for  production  of  electricity.  This 
{rant,  however,  was  conditioned  upon  the  prohibition  against  the 
?ity  transferring  to  any  public  utility  the  right  to  sell  elec- 
trical power  produced  under  this  grant.  In  sustaining  this  con- 
litional  grant  by  Congress,  the  Supreme  Court  wrote  (at  29-30): 

The  power  over  the  public  land  thus  entrusted 
to  Congress  is  without  limitations.   "And  it 
is  not  for  the  courts  to  say  how  that  trust 
shall  be  administered.  That  is  for  Congress 
to  determine."  Thus,  Congress  may  constitu- 
tionally limit  the  disposition  of  the  public 
domain  to  a  manner  consistent  with  its  views 
of  public  policy.  And  the  policy  to  govern 
disposal  of  rights  to  develop  hydroelectric 
power  in  such  public  lands  may,  if  Congress 
chooses,  be  one  designed  to  avoid  monopoly  and 
to  bring  about  a  wide-spread  distribution  of 
benefits.  The  statutory  requirement  that  Hetch- 
Hetchy  power  be  publicly  distributed  does  not 
represent  an  exercise  of  a  general  control  over 
public  policy  in  a  State  but  instead  only  an  ex- 
ercise of  the  complete  power  which  Congress  has 
over  particular  property  entrusted  to  It.  2/ 


\J     Fox  River  Co.  v.  Railroad  Commission,  274  U.S.  651,  657  (1926); 
and  CurrliTyr  Wallace.  306  U.S.  1,  14  (1939) ,  also  demonstrate 
:hat  when  plenary  power  over  a  subject  is  enjoyed,  grants  of  privi- 
leges therein  may  properly  be  conditioned. 
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That  Congress  may  delegate  to  the  executive  Its  power c 
over  public  lands  is  unquestioned.  Best  v.  Humboldt  Mining  Co., 
371  U.S.  334,  336-338  (1963).  The  foregoing  authorities  clearly 
sustain  the  constitutional  prerogative  of  Congress  to  empower 
the  Secretary  of  Agriculture  to  supervise  and  control  the  natioi 
al  forests.  See  also  United  States  v.  Grimaiid.  220  U.S.  506 
(1911).  We  now  show  that  Congress  has  done  so,  and  that  the 
delegation  encompasses  the  authority  to  condition  privileged 
use  of  the  national  forests  by  imposing  strict  liability  for 
damage. 

B.  The  statutes  authorize  the  imposition  of  absolute 
liability  for  fire  suppression  costs  as  a  condition  of  Edison's 
use  of  the  national  forests  for  its  electrical  power  lines.  - 
Congress  has  directed  the  Secretary  of  Agriculture  to  'Snake  pro- 
visions for  the  protection  against  destruction  by  fire  and  deprc 
dations  upon  the  public  forests  and  national  forests  *  *  *  to 

regulate  their  occupancy  and  use  and  preserve  the  forests  there- 

5/ 
on  from  destruction.     He  has  been  "authorized  and  empowered, 

under  general  regulations  to  be  fixed  by  him,  to  permit  the  use 

of  rights  of  way  through  the  national  forests  for  electrical 

plants,  poles,  and  lines  for  the  generation  and  distribution  of 

4/ 

electrical  power." 


y    Organic  Administration  Act  of  June  4,  1897,  30  Stat.  35,  as 
amended,  16  U.S.C.  sec.  551. 

y    Act  of  February  15,  1901,  31  Stat.  790,  as  amended,  16  U.S.C 
sec.  522.  See  also  Act  of  March  4,  1911,  36  Stat.  1253,  16 
U.S.C.  sec.  523. 
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Clearly  the  Secretary  is  directed  to  exercise  discre- 
tion and  judginent  in  adopting  policies  calculated  to  achieve  the 
purposes  of  these  Acts.  See  McMichael  v.  United  States.  353 
F.2d  283  (C.A.  9,  1965);  Forbes  v.  United  States.  125  F.2d  404 
(C.A.  9,  1942).  Special  use  permits  containing  "high  hazard" 
clauses,  hereby  permittees  who  obtain  rights  of  way  for  passage 
of  electricity  through  national  forests  agree  to  assume  absolute 
liability  for  electrically  caused  fires,  have  been  in  force  since 
1916,  as  a  matter  of  policy.  In  addition  to  being  within  the 
ambit  of  the  statutes,  the  Secretary's  policy,  in  force  for  over 
50  years,  is  supported  by  a  presumption  of  the  existence  of  facts 
justifying  the  polipy.  Thompson  v.  Consolidated  Gas  Co. .  300 
U.S.  55,  69  (1937);  Pacific  States  Co.  v.  White,  296  U.S. 176, 
185  (1935). 

If  the  presumption  of  validity  is  to  be  rebutted,  the 
facts  relied  on  to  overturn  the  presumption  must  be  specifically 
set  forth.  Aetna  Insurance  Co.  v.  Hyde.  275  U.S.  440,  447  (1928); 
0' Gorman  &  Young.  Inc.  v.  Hartford  Fire  Insurance  Co. .  282  U.S. 
251,  257  (1931);  Heeeman  Farms  Corp.  v.  Baldwin.  293  U.S.  163, 
170  (1934).  This,  appellant  has  not  done. 

Nearly  70  years  ago  the  Supreme  Court  announced  the 
doctrine  that  regulations  cannot  be  invalidated  unless  they  are 
plainly  inconsistent  with  the  law.   In  Boske  v.  Comingore .  177 
U.S.  459,  470  (1900),  the  Court  stated: 
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At  any  rate,  the  Secretary  deemed  the  regu- 
lation in  question  a  wise  and  proper  one, 
and  we  cannot  perceive  that  his  action  was 
beyond  the  authority  conferred  upon  him  by 
Congress.  In  determining  whether  the  regu- 
lations promulgated  by  him  are  consistent 
with  law,  we  must  apply  the  rule  of  deci- 
sion which  controls  when  an  act  of  Congress 
is  assailed  as  not  being  within  the  powers 
conferred  upon  it  by  the  Constitution;  that 
is  to  say,  a  regulation  adopted  *  *  *  should 
not  be  disregarded  or  annulled  unless,  in  the 
judgment  of  the  court,  it  is  plainly  and  paT^ 
pably  inconsistent  with  law.  Those  who  in- 
sist  that  such  a  regulation  is  invalid  must 
make  its  invalidity  so  manifest  that  the  court 
has  no  choice  except  to  hold  that  the  Secre- 
tary has  exceeded  his  authority  and  employed 
means  that  are  not  at  all  appropriate  to  the 
end  specified  in  the  act  of  Congress.   [Bn- 
phasis  supplied. ] 

The  "high  hazard"  clause,  long  expressed  in  terms  of  policy, 
has  been  deemed  necessary.  It  does  not  conflict  with  the  authc 
ity  conferred  by  Congress.  Appellant  has  not  met  its  burden  of 
showing  the  contrary. 

C.  Imposition  of  absolute  liability  on  Edison  is  a 
reasonable  condition  relevant  to  the  protection  of  the  national 
forests.  -  The  reasonableness  of  the  policy  behind  the  impositic 
of  absolute  liability  on  high  hazard  permittees  in  national  for- 
ests is  readily  apparent.  The  greatest  threat  to  the  national 
forests  is  fire.  In  cases  of  fires  originating  from  electrical 
power  lines  it  is  often  extremely  difficult,  if  not  impossible, 
to  prove  negligence  even  where  it  exists.   It  is  quite  proper, 
therefore,  to  require  those  who  create  peril  for  profit  by  using 
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dangerous  Instruments,  to  be  required  to  bear  any  loss  caused 
thereby. 

Fires  represent  a  major  threat  to  forests.  In  the 
words  of  Justice  Holmes,  they  have  been  "one  of  the  great  eco- 
nomic misfortunes  of  the  country."  United  States  v.  Alford, 
274  U.S.  264,  269  (1927).  Between  1961  and  1965,  11,702  forest 
fires  annually  burned  an  average  of  138,868  acres.  In  1966, 
the  number  of  acres  burned  Increased  to  332,921.  In  California, 
forest  fires  are  particularly  destructive.  The  damage  to  Cali- 
fornia C$7,942,200)  was  nearly  six  times  that  of  the  next  state, 
Idaho. 

Courts  have  recognized  California's  particular  suscep- 
tibility to  forest  fires.  In  Kennedy  v.  Minarets  &  Western  Rv. 
Co..  90  Cal.App.  563,  266  Pac.  353  (1928),  after  acknowledging 
the  power  to  Impose  absolute  liability  and  treble  damages  for 
fires  caused  by  locomotives,  the  court  sustained  the  Imposition 
of  treble  damages  for  negligent  fire  damage,  writing:  '^he  danger 
from  fires  In  a  dry  coimtry  like  California  Is  so  great  as  to 
justify  the  police  power  of  the  state  In  Imposing  treble  damages 
*  *  *."  (90  Cal.App.  at  581,  266  Pac.  at  360.)  A  fortiori,  the 


4/  Annxial  Fire  Report  for  the  National  Forests  (1966),  U.S.  De- 
partment of  Agriculture,  p.  3;  Table  3,  p.  1. 
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Federal  Government  as  owner  of  the  public  domain  may,  under  the 
property  clause  of  the  Constitution,  Impose  absolute  liability 
for  fire  suppression  costs  as  a  condition  precedent  to  the  right 
to  acquire  a  right  of  way  for  electrical  transmission  easements 
through  national  forests. 

Imposition  of  liability  without  fault,  or  absolute 

i/ 

liability,  is  not  novel  to  the  law.    Since  the  times  of 
Aethelbert  and  Alfred  the  Great,  the  doctrine  of  torts  was  that 
of  absolute  liability.  Negligence  was  ixnknown  to  the  law  until 
some  thousand  years  later.   "Historically,  therefore,  at  connon 
law,  absolute  liability  for  torts  was  from  the  earliest  times    < 
not  merely  recognized  as  due  process  of  law,  it  was  the  due  pro- 
cess of  law."  Prentiss  v.  National  Airlines >  112  F.Supp.  306, 
310  (D.  N.J.  1953)  (emphasis  in  original). 

Imposition  of  absolute  liability  upon  railroads  for  f 
damages  resulting  from  fire  has  been  sustained,  because  of  dif- 
ficulty of  proving  negligence,  for  well  over  a  century.  An  ex- 
tensive review  of  the  history  and  philosophy  of  preceding  legis- 
lation over  the  preceding  half-century  was  reviewed  by  Justice 


6/  2  Holdsworth,  History  of  English  Law  (3d  ed.  1923),  p.  51; 

1  Pollock  &  Maitland.  History  of  English  Law  Before  the 
Time  of  Edward  I  (1895)  p.  31;  wigmore.  Responsibility  of  Torti- 
ous Acts.  7  Harv.  L.Rev.  441  (1894)1  Ames,  taw  and  Morals  ^908), 
22  Harv.  L.Rev.  97;  Jeremiah  Smith,  Tort  and  Absolute  Liability 
(1916-1917)  30  Harv.  L.Rev.  241,  319,  46^. 
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Gray  in  St.  Louis  &  San  Francisco  rV.  v.  Mathews .  165  U.S.  1 
(1897),  where  the  validity  of  Missouri's  statute  was  sustained. 
Examples  of  the  application  of  absolute  liability  are  legion: 
Railroads  have  been  made  liable  for  injuries  to  passengers, 
Chicago.  R.I.  &  Rv.  Co.  v.  Zernecke,  183  U.S.  582  (1902);  driv- 
ers of  animals  have  been  liable  for  damage  to  the  highway,  Jones 
V.  Brim,  165  U.S.  180  (1897);  municipalities  have  been  liable 
for  injuries  done  by  mobs,  Chicago  v.  Sturges.  222  U.S.  313  (1911); 
employers  have  been  liable,  irrespective  of  fault,  for  injury  or 
death  to  employees  occurring  in  employment,  N.Y.  Central  R.R.  Co. 
v.  White,  243  U.S.  188  (1917);  and  absolute  liability  has  been 
imposed  by  state  workmen's  compensation  law,  Crowell  v.  Benson. 
285  U.S.  22  (1932). 

The  reasonableness  of  the  imposition  of  absolute  lia- 
bility upon  electrical  power  line  permittees  in  the  national 
forests  is  apparent,  we  submit,  in  view  of  the  known  facts  about 
the  danger  of  forest  fires,  the  difficulties  of  proof,  and  the 
annual  destruction  which  they  inflict  upon  our  forests. 

II 

EDISON,  HAVING  OBTAINED  THE  BENEFITS 
OF  THE  SPECIAL  USE  PERMIT  WHEREIN  IT 

VOLUNTARILY  ASSUMED  ABSOLUTE 
LIABILITY,  IS  NOW  ESTOPPED 

FROM  REPUDIATING  ITS  BURDENS 

In  the  case  at  bar,  Edison  negotiated  and  obtained  a 
right  of  way  permit  through  a  national  forest.  This  permit  con- 
tained a  "high  hazard"  clause  imposing  absolute  liability  on 
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Edison  for  electrically  caused  fires.  After  having  accepted 

1 
the  benefits  of  the  contract,  Edison  now  objects  to  the  enforcetj 

ment  of  this  clause.  This,  it  cannot  do. 

The  Secretary  of  Agriculture  was  under  no  legal  obli- 
gation to  agree  to  Edison's  use.  As  we  have  shown.  Congress  ^ 
vested  in  him  discretion  and  judgments,  and  the  Secretary's  re- 
quirement, that  strict  liability  be  assumed,  is  reasonable.  If 
that  liability  were  unacceptable  to  Edison,  it  could  have  re- 
jected the  agreement.  As  this  Court  reasoned  in  Ferry  v.  Udall.., 
336  F.2d  706,  709,  note  4  (1964),  cert,  den.,  381  U.S.  904,  withl 
regard  to  conditions  imposed  by  the  Secretary  of  the  Interior 
for  obtaining  public  property: 

Since  the  Secretary  has  discretionary  power 
to  refuse  to  sell  at  all,  he  also  has  the 
authority  to  set  any  conditions,  consistent 
with  the  Act,  upon  which  the  sale  may  be  made. 
Cf .  Southern  Pacific  Co.  v.  Ol3^Bpian  Dredging 
Co.,  260  U.S.  205,  208,  43  S.Ct.  26,  67  L.Ed. 
213.  If  the  appellants  did  not  like  the  sys- 
tem the  Secretary  established  for  entertaining 
bids,  their  remedy  was  that  of  not  bidding  at 
all.  Cf .  Erie  Coal  &  Coke  Corp.  v.  United 
States,  266  U.S.  518,  45  S.Ct.  181,  69  L.Ed. 
417;  United  States  v.  Weisbrod,  7  Cir.  202 
F.2d  629,  633. 

Similarly,  in  Tennessee  Valley  Authority  v.  Lenoir 

City.  72  F.Supp.  457  (E.D.  Tenn.  1947),  a  city  agreed  to  charge 

prescribed  resale  rates  for  power  obtained  from  T.V.A.  There, 

as  in  the  case  at  bar,  the  obligor  sought  to  avoid  performance 

of  its  contractual  obligation.  The  court  disposed  of  the  city's 
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argument  (at  461) : 


Under  the  property  clause  o£  the  Con- 
stitution as  Interpreted  by  the  United  States 
Supreme  Court,  Congress  may.  In  disposing  of 
property,  attach  such  reasonable  conditions 
as  are  necessary  for  the  general  welfare,  if 
the  purchaser  does  not  wish  to  take  the  prop- 
erty with  the  conditions  attached  by  Congress, 
his  remedy  Is  to  decline  to  purchase  It.  If 
he  accepts  the  benefits  of  the  contract,  he 
must  coolly  with  Its  conditions. 

Edison  sought  a  right  of  way  through  a  national  for- 
est, It  signed  an  agreement  assuming  absolute  liability  for 
fire  suppression  costs,  and  It  entered  upon  Its  right  of  way, 
constructed  power  lines  and  commenced  transmitting  elecorlclty. 
It  may  not  now  challenge  the  validity  of  the  agreement.  Daniels 
V.  Teamev.  102  U.S.  415,  421  (1880);  Booth  Fisheries  Co.  v. 
Industrial  Comm. .  271  U.S.  208,  211  (1926);  Wall  v.  Parrot  Sil- 
ver &  Copper  Co. .  244  U.S.  407,  412  (1917).  See  also  United 
States  V.  San  Francisco.  310  U.S.  16,  30  (1940). 

Ill 

THERE  IS  NO  SUPPORT  FOR  APPELLANT'S 
OTHER  CONTENTIONS 

A.  Imposition  of  absolute  liability  on  Edison  does 
not  deny  It  equal  protection  of  the  laws.  -  Edison  argues  (Br. 
18-27)  that  the  imposition  of  absolute  liability  upon  "investor- 
owned"  utilities  denies  to  it  equal  protection  of  the  laws,  be- 
cause publicly  owned  utilities  are  liable  only  for  damages  caused 
by  negligence.   Edison  further  contends  that  enforcement  of  the 
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terms  of  the  agreement  amounts  to  a  denial  of  due  process,  whlcht 
It  argues,  amounts  to  the  same  thing  because  "* equal  protection*] 
Is  formally  equally  a  deprlval  of  due  process  of  law"  (Br.  20). 

Thus,  Edison  anticipates  the  short  answer  to  Its  equall' 
protection  argimient  which  Is,  of  course,  that  the  Inhibition   h 
against  denial  of  equal  protection  of  the  laws  contained  In  the 
Fourteenth  Amendment  refers  exclusively  to  state  action.  As 
Chief  Justice  Stone  observed  In  Detroit  Bank  v.  United  States. 
317  U.S.  329,  337  (1943):  "Unlike  the  Fourteenth  Amendment,  the 
Fifth  contains  no  equal  protection  clause  and  It  provides  no 
guaranty  against  discriminatory  legislation  by  Congress."  More- 
over, as  applied  to  the  facts  of  this  case,  the  equal  protection: 
argument  Is,  as  observed  by  Justice  Holmes,  the  "usual  last  re- 
sort of  constitutional  arguments."  Buck  v.  Bell.  274  U.S.  200, 
208  (1927). 

Edison's  claim  that  Boiling  v.  Sharpe.  347  U.S.  497 
(1954),  effectively  equates  equal  protection  with  dtxe  process 
simply  will  not  withstand  analysis.  While  elements  of  fairness 
pervade  both  concepts,  they  are  not  coterminous.   In  Boiling. 
Chief  Justice  Warren  wrote  that  "discrimination  may  be  so  un- 
justifiable as  to  be  violative  of  due  process."  347  U.S.  at 
499.  Boiling  was  decided  the  same  day  as  Brown  v.  Board  of  Edu- 
cation,  347  U.S.  483  (1954),  which  held  that  the  equal  protection 
clause  forbids  the  states  from  maintaining  racially  segregated 


-  21  - 

I 

I 

{public  schools.  In  Boiling,  the  Court  was  £aced  with  the  prob- 
lem In  the  District  of  Columbia  where  only  the  Fifth  Amendment, 
which  has  no  equal  protection  clause,  applied.  The  Court  held 
that  a  classification  based  solely  on  race  violated  due  process. 
Permissible  classifications  for  purposes  of  eqtial  pro- 
tection have  been  accorded  a  '\d.de  range  and  flexibility."  Louis- 
ville Gas  Co.  V.  Coleman.  277  U.S.  32,  37  (1928).  Classifications 
have  been  upheld  In  the  following  situations:  Heavier  taxes  Im- 
posed on  banks  which  make  loans  from  money  of  depositors  rather 
than  from  other  funds.  First  Nat.  Bank  v.  Tax  Comm'n.  289  U.S. 
60  (1933) ;  different  rates  on  anthracite  than  on  bituminous  coal, 
Helsler  v.  Thomas  Colliery  Co..  260  U.S.  245  (1922);  different 
taxes  on  chain  stores.  Tax  Comnlssloner  v.  Jackson.  283  U.S.  527 
(1931);  tax  exceptions  applicable  only  to  municipal  power  systems, 
Puget  Sound  Co.  v.  Seattle,  291  U.S.  619  (1934);  higher  taxes  on 
railroads  than  other  utilities,  Ohio  Tax  Cases.  232  U.S.  576 
(1914) ;  taxes  applicable  only  to  commercial  warehouses  but  not 
to  other  storage  facilities  In  a  township.  Independent  Warehouses 
V.  Scheele.  331  U.S.  70  (1947);  cooperatively  owned  as  opposed 
to  privately  owned  cotton  gins.  Corporation  Commission  v,  Lowe. 
281  U.S.  431  (1930);  fire  Insurance  rates  excepting  farmers  mu- 
tuals,  German  Alliance  Ins.  Co.  v.  Kansas,  233  U.S.  389  (1914); 
different  rates  imposed  upon  reciprocal  insurance  associations 
than  upon  mutual  companies,  Hoopeston  Co.  v.  Cullen.  318  U.S. 
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313  (1943);  exclusion  of  osteopathic  physicians  froa  public 
hospitals,  Hayman  v.  Galveston,  273  U.S.  414  (1927). 

The  validity  of  the  imposition  of  absolute  liability 
on  railroads  for  fire  comDunicated  by  their  engines  was  sus- 
tained against  the  equal  protection  argument  by  the  Supreme 
Court  over  80  years  ago  in  St.  Louis  6e  San  Francisco  R'y.  v. 
Mathews,  165  U.S.  1  (1897).   See  also  Atchison.  Topeka  &c.  Rail-I 
road  v.  Matthews.  174  U.S.  96  (1899). 

Equal  protection  forbids  all  invidious  discriminations 
It  does  not  require  identical  treatment  of  all  persons  without 
recognition  of  differences  in  relevant  circumstances.  The  test 
is  whether  the  challenged  classification  is  reasonably  related 
to  any  proper  governmental  objective.  Every  state  of  facts  suf-: 
ficient  to  sustain  a  classification  which  can  reasonably  be  conn 
ceived  of  as  having  existed  when  the  law  was  adopted  will  be 


1 


7/  Intimations  culled  from  dicta  in  the  so-called  Perko  cases 

(United  States  v.  Perko.  133  F.Supp.  564  (D.  Minn.  1955): 
United  States  v.  Perko.  108  F.Supp.  315  (D.  Minn.  1952),  aff'd 
sub  nom.  Perko  v.  United  States.  204  F.2d  446  (C.A.  8,  1953), 
certTden. ,  346  U.S.  832;  Perko  v.  Northwest  Paper  Co. .  133  F. 
Supp.  560  (D.  Minn.  1955) ; "United  States  v.  Perko.ISI  F.Supp. 
372  (D.  Minn.  1956);  Bvdlon'vTUnited  States.  175  F.Supp.  891 
(C.Cls.  1959)),  cited  by  appellant  (Br.  27-32),  that  the  United 
States  should  deal  fairly  with  persons  similarly  situated,  are 
unexceptional.  Edison  studiously  avoids  meeting  the  real  issue 
in  this  case,  namely,  should  a  company  which  agrees  to  assime 
absolute  liability  for  fire  suppression  costs  as  a  condition 
to  its  securing  a  right  of  way  upon  the  public  domain  be  held 
to  its  agreement? 
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assumed.  Crescent  Oil  Co.  v.  Mississippi.  257  U.S.  129,  137 
(1921) . 

We  have  shown  that  federal  legislation  has  sanction- 
ed imposition  of  absolute  liability,  that  such  liability  is 
reasonabljr  related  to  the  protection  of  the  national  forests, 
and  that  Edison  voluntarily  assumed  such  liability.  Edison, 
therefore,  may  not  validly  complain  of  unequal  treatment. 

B.  The  district  court  properly  interpreted  the  spe- 
cial use  permit  as  imposing  absolute  liability  upon  Edison.  - 
Edison  argues  (Br.  14-18)  that  the  terms  of  the  special  use  per- 
mit do  not  impose  absolute  liability  on  it.  Edison  asserts  that 
the  presence  of  various  covenants  in  the  permit  requiring  it  to 
exercise  due  care  and  to  comply  with  state,  federal  and  local 
regulations  negate  any  intent  to  impose  upon  it  absolute  liabil- 
ity for  fire  suppression  costs.  This  is  not  so.  These  covenants 
were  included  to  enable  the  Forest  Service  to  teiminate  the  per- 
mit upon  Edison's  breach.  Thus,  paragraph  15  reads  (R.  6): 

15.  This  permit  may  be  terminated  upon  breach 
of  any  of  the  conditions  herein  or  at  the  dis- 
cretion of  the  regional  forester  or  the  Chief, 
Forest  Service. 

These  covenants,  then,  did  not  impose  the  standard  of  care  re- 
quirement on  Edison  upon  which  liability  was  predicated.  The 
absolute  liability  clause  in  condition  No.  8  governed  that. 
That  typewritten  clause,  which  provided  (R.  7)  that  **rhe  permit- 
tee shall  pay  the  United  States  for  all  damages  resulting  from 
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this  use  "  was  expressly  substituted  for  the  printed  clause 
imposing  liability  for  negligence. 

Condition  No.  8  was  clear  on  its  face;  both  parties 
fully  understood  the  reasons  behind  the  inclusion  of  this  pro- 
vision. Edison,  by  reason  of  having  been  a  party  to  prior 
litigation,  was  fully  familiar  with  the  concept  involving  im- 
position of  costs  for  fire  suppression.   Ventura  County  v. 
Southern  California  Edison  Co. ,  85  C.A.2d  529,  193  P. 2d  512 
(1948) .   The  term  "damage"  has  been  interpreted  to  include 
fire  suppression  costs.   Spokane  International  Ry.  Co.  v. 
United  States,  72  F.2d  440,  443  (C.A.  9,  1934),  cited  in  United 
States  v.  Chesapeake  &  0.  Ry.  Co. ,  130  F.2d  308,  310  (C.A.  4, 
1942);  Chesapeake  &  0.  Ry.  Co.  v.  United  States,  139  F.2d  632 
(C.A.  4,  1944).   "The  reasonable  cost  involved  in  mitigating 
damages  is  always  recoverable  provided  it  does  not  exceed  the 
damages  prevented  or  reasonably  anticipated."  Kleinclaus  v. 
Marin  Realty  Co.,  94  C.A.2d  733,  739,  211  P. 2d  5B2,  585  (1949). 

Edison's  earlier  (unsuccessful)  attempt  to  have  the 
clause  deleted  and  its  full  explanation  by  the  Forest  Service 
dispose  of  all  claims  relating  to  its  understanding  (R.  145-146). 

The  district  court,  therefore,  was  clearly  correct  in 
interpreting  the  special  use  permit  as  imposing  absolute  liabil- 
ity on  Edison. 

C.   Since  all  material  issues  of  fact  were  stipulated 
and  the  only  issues  before  the  Court  were  issues  of  law,  this 
case  was  ripe  for  summary  judgment.  -  All  of  the  material  facts 
1 ^,'-,  ,,^^^  «*--:^,,T  «*-«^  /'D   i<;t;_T7i\    TVio  ^-ifo.  was    electric  in 
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source,  not  the  result  o£  Edison's  negligence,  but  emanated  from 

Edison's  electric  lines  erected  and  maintained  pursuant  to  the 

special  use  permit  (R.  165).  The  damages  £or  suppression  o£ 

the  fire  vera  stipulated  to  be  $8,224  (R.  166). 

The  only  Issues  before  the  Court  were  qtiestlons  of 

Interpretation  of  written  agreements.  The  central  Issue  posed 

was  as  follows  In  the  pre-trial  order  (R.  166): 

9.  That  the  claim  of  the  United  States 
In  the  above -entitled  action  Is  based  upon 
the  aforesaid  Special  Use  Permit  and  Is  not 
based  upon  any  claim  that  Southern  Califor- 
nia Edison  Company  was  negligent  or  at  fault, 
and  that  the  sole  issue  In  this  litigation  is 
whether  Southern  California  Edison  Company  is 
liable  for  fire  suppression  damaee,  as  proved 
or  stipulated,  by  reason  of  its  liability, 
without  fault,  pursuant  to  its  obligations 
under  the  aforesaid  contract;  *  *  *. 

Svnnary  judgment  is  authorized  by  Rule  56(c),  F.R.Civ.P., 
"if  the  pleadings,  depositions,  admissions,  answers  to  interroga- 
tories, and  admissions  on  file,  together  with  the  affidavits, 
if  any,  show  that  there  is  no  genuine  issue  as  to  any  material 
fact  and  that  the  moving  party  is  entitled  to  a  judgment  as  a 
matter  of  Uw."  United  States  v.  W.  T.  Grant  Co..  345  U.S.  629, 
635  (1953);  Bruce  v.  Travelers  Insurance  Company.  266  F.2d  781, 
786-787  (C.A.  5,  1959).  Admissions  in  the  form  of  a  pre-trial 
stipulation  form  the  proper  basis  for  svnmary  judgment.  Granm 
V.  Lincoln.  257  F.2d  250,  252  (note  1)  (C.A.  9,  1958). 


finned. 
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CONCLUSION 
For  the  foregoing  reasons,   the  judgnent  should  be  af- 
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No.  22492 
IN  THE 

United  States  Court  of  Appeals 

FOR  THE  NINTH  CIRCUIT 


Southern  California  Edison  Company,  a  corpora- 
tion, 

Appellant, 
vs. 

United  States  of  America, 

Appellee. 


Appeal  From  United  States  District  Court,  Central  District, 
Pursuant  to  28  U.  S.  C.  1291. 


APPELLANT'S  OPENING  BRIEF. 


Statement  of  Pleadings  and  Facts 
Disclosing  Jurisdictions. 

Jurisdiction  in  the  United  States  District  Court  was 
invoked  by  the  United  States  as  plaintiff  and  rested 
upon  the  Act  of  Congress  of  June  25,  1948,  c.  646,  62 
Stat.  933,  28  U.S.C.  Section  1345  [Clk.  Tr.  p.  2].  This 
section  reads  as  follows : 

"Except  as  otherwise  provided  by  Act  of  Con- 
gress the  district  courts  shall  have  original  juris- 
diction of  all  civil  actions,  suits  or  proceedings 
commenced  by  the  United  States,  or  by  any  agency 
or  officer  thereof  expressly  authorized  to  sue  by 
Act  of  Congress." 


Venue  was  laid  in  the  Central  District  of  California, 
formerly  the  Southern  District  of  California,  Central 
Division,  because  appellant  had  its  principal  place  of 
business  in  Los  Angeles  and  because  the  fire,  the  ex- 
tinction of  which  is  the  basis  of  the  action,  occurred  in 
the  San  Bernardino  National  Forest  [Clk.  Tr.  p.  3].     1 

Jurisdiction  in  the  Court  of  Appeals  is  founded  on 
28  U.S.C.  Section  1291,  reading: 

"The  courts  of  appeals  shall  have  jurisdiction  of 
appeals  from  all  final  decisions  of  the  district 
courts  of  the  United  States,  .  .  .  except  where  a 
direct  review  may  be  had  in  the  Supreme  Court." 

The  judgment  in  this  case  was  a  summary  judgment 
[Clk.  Tr.  p.  186].  A  summary  judgment  is  a  final 
judgment  and  is  appealable  as  such. 

Lamb  v.  Shasta  Oil  Co.   (5th  Cir.,   1945),   149 
F.  2d  729. 

The  summary  judgment  was  signed,  filed  and  en- 
tered on  September  29,  1967  [Clk.  Tr.  p.  186],  and 
the  appeal  was  timely  taken  on  November  9,  1967 
[Clk.  Tr.  p.  187],  having  been  taken  within  sixty  days 
and  the  United  States  being  a  party  [Federal  Rules  of 
Civil  Procedure,  Rule  73(a)]. 

Statement  of  the  Case. 

The  United  States,  appellee,  sued  appellant  for  $10,- 
865.90,  alleged  to  be  the  sum  spent  to  suppress  a  fire 
on  national  forest  land  and  for  interest  and  costs.  The 
action  was  in  two  "counts"  or  causes  of  action.  The 
first  rested  on  alleged  negligent  construction,  operation 
and  maintenance  of  appellant's  electric  power  transmis- 
sion line  which  had  been  installed  on  a  right-of-way 
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across  the  national  forest  granted  to  appellant  under  a 
so-called  Special  Use  Permit;  and  the  second  founded 
solely  upon  the  alleged  fact  that  the  fire  was  caused  by 
sparks  from  appellant's  power  line  and  without  any 
claim  whatever  of  negligence  [Clk.  Tr.  pp.  2-4]. 

The  "Special  Use  Permit"  was  a  document,  contrac- 
tual in  form,  executed  by  the  acting  Forest  Supervisor 
on  behalf  of  appellee  and  by  a  Vice  President  on  behalf 
of  appellant  in  1962.  (The  clearest  copy  of  the  Special 
Use  Permit  is  set  out  as  Exhibit  1  to  the  Answer  of 
appellant  [Clk.  Tr.  pp.  15-20]  and  is  printed  in  this 
brief  as  Appendix  1). 

Appellant  denied  negligence  and  all  liability  under 
the  second  cause  of  action,  denied  that  appellee  had 
performed  the  obligations  required  to  be  performed  by 
"the  contract",  assuming  the  Special  Use  Permit  was  a 
contract,  and  contended  by  affirmative  defenses  that 
appellee's  contributory  negligence  and  voluntary  assump- 
tion of  the  risk  and  hazard  of  fire  barred  any  recovery 
otherwise  available  to  the  Government  [Clk.  Tr.  pp. 
11-14]. 

After  extensive  discovery  by  interrogatory  [Clk.  Tr. 
pp.  22-75,  76-79,  84-89]  and  after  some  depositions 
[Clk.  Tr.  p.  170]  the  parties  stipulated: 

1.  That  the  sole  governing  contract  was  the  said 
Special  Use  Permit  and  that  the  same  was  the  effective 
instrument. 

2.  That  the  claim  of  the  United  States  was  based 
solely  upon  the  said  Special  Use  Permit  and  that  there 
was  no  claim  that  appellant  was  negligent  or  at  fault. 

3.  That  the  sole  issue  was  whether  appellant  was 
liable  by  reason  of  its  liability  without  fault  pursuant 


to  its  obligations  under  the  "aforesaid  contract"    (the 
Special  Use  Permit). 

4.  That  the  damage  suffered  by  appellee  proxi- 
mately resulted  from  reasonably  necessary  fire  suppres- 
sion costs;  that  the  fire  was  electrical  in  source,  and 
that  the  source  electricity  was  that  being  conducted  by 
appellant  in  its  lines  [Clk.  Tr.  pp.  92-93,  emphasis  and 
parenthetical  expression  added] . 

By  a  second  stipulation  the  amount  of  the  said  dam- 
ages was  agreed  to  be  $8,224.00  [Clk.  Tr.  pp.  172- 
173]. 

By  a  series  of  documents  anticipatory  of  pretrial  and 
filed  in  conventional  manner,  the  parties  extensively 
stated,  pursuant  to  the  foregoing  stipulations,  the  issues 
to  be  tried,  the  contentions  of  law,  the  exhibits  to  be 
offered,  the  names  of  the  witnesses  to  be  called,  the 
facts  to  be  proved  [Clk.  Tr.  pp.  141-155,  161-162]. 
By  a  joint  proposed  pretrial  conference  order,  approved 
both  in  form  and  substance  by  all  parties  and  lodged 
with  the  court,  the  parties  agreed  that  certain  facts 
were  admitted,  which  were  specified  in  detail,  and  that 
certain  facts  were  to  be  contested  by  evidence  (essen- 
tially the  facts  pertaining  to  the  meaning  of  the  con- 
tract and  to  its  asserted  unconstitutionaHty) .  By  the 
said  order  [Clk.  Tr.  pp.  164-171]  appellee  listed  four- 
teen documents,  including  letters,  certificates,  a  manual 
and  a  handbook  which  it  proposed  to  offer  in  evidence. 
Appellant,  in  said  proposed  order  [Clk.  Tr.  p.  169] 
enumerated  certain  exhibits  which  it  would  use  under 
certain  circumstances.  Appellee  proposed  to  call  two 
witnesses  and  appellant  indicated,  depending  upon  the 
determination  of  certain  rulings,  that  it  might  call  as 
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many  as  three  witnesses.  Further  discovery  was  re- 
served under  certain  circumstances,  and  interrogatories 
and  the  answers  thereto  were  agreed  to  be  admissible 
when  relevant  [Clk.  Tr.  pp.  169-171]. 

Pending  the  anticipated  pretrial,  appellee  filed  its 
Motion  for  Summary  Judgment,  contending  in  sub- 
stance that  appellant  was  liable  to  it  without  fault  and 
even  though  appellant  had  been  stipulated  not  to  be 
negligent  or  at  fault  in  any  way  and  by  reason  of  the 
contract  (said  Special  Use  Permit,  Appendix  1)  and 
particularly  by  reason  of  the  language  therein,  reading: 

"8.     The  permittee  shall  pay  the  United  States  for 
any  damage  resulting  from  this  use." 

The  contention  was  made  that  the  governing  law  per- 
mitted the  Department  of  Agriculture,  acting  through 
the  National  Forest  Service,  to  impose  liability  without 
fault  upon  appellant  by  contract,  that  it  had  intended  to 
do  so  and  had  done  so  by  the  contract  in  the  instant 
case;  that  there  was  good  reason  for  such  imposition 
in  that  the  transmission  of  electricity  was  a  special 
hazard  of  fire  in  the  forests;  that  the  word  "damage" 
as  used  in  the  contract  included  fire  suppression  costs; 
and  that  the  contract  was  clear  as  a  matter  of  law 
[Clk.  Tr.  pp.  96-117]. 

Appellant  resisted  the  Motion  and  filed  affidavits, 
memoranda  and  contentions  of  fact  and  law  in  op- 
position thereto  [Clk.  Tr.  pp.  118-140].  The  affi- 
davits of  appellant  (then  defendant)  were  uncontro- 
verted  and  included  allegations  directly  contrary  to  the 
statements  of  fact,  made  without  verified  support,  in 
appellee's  Motion  [Clk.  Tr.  pp.  94-117].  The  essentials 
of  these  affidavits  were : 


1.  That  electricity  and  electrical  transmission  were, 
by  appellee's  own  admissions,  an  insignificant  factor  in 
the  causation  of  forest  fires,  constituting  a  minor  por- 
tion thereof  [Clk.  Tr.  p.  121]. 

2.  That  the  unverified  statement  of  appellee  that  an 
insignificant  sum  had  been  paid  to  appellee  for  the 
rights-of-way  in  question  was  untrue  and  specifically 
in  that  connection  that  the  sum  paid  to  agencies  of  the 
United  States  Government  for  rights-of-way  in  the  na- 
tional forest  land  of  the  United  States  for  the  calendar 
year  1962  (the  year  of  the  contract  in  suit)  exceeded 
$40,000.00  [Clk.  Tr.  p.  118]. 

In  the  course  of  other  proceedings  before  the  court 
relevant  to  the  decision  on  the  Motion  for  Summary 
Judgment,  appellant  offered  to  produce,  upon  a  full 
trial  of  the  action,  additional  evidence  which  would  es- 
tablish the  factual  discrimination  of  which  complaint  is 
here  made  on  constitutional  grounds  and  there  was,  in 
substance,  the  admission  by  the  Government  (appellee) 
that  other  transmitters  of  electricity,  which  were  pub- 
licly owned  or  privately  owned  but  publicly  financed, 
were  treated  more  favorably  than  was  appellant  here 
in  the  very  area  of  contention  [Rep.  Tr.  p.  5]. 

The  Government's  contention  that  the  private  trans- 
mitter of  electricity  across  national  forest  lands  can  be 
made  absolutely  liable  for  electrically-sourced  fires,  even 
in  the  stipulated  absence  of  fault,  is  made  in  this  case 
for  the  first  time  [Rep.  Tr.  p.  19]  and  this  despite  the 
existence  of  the  language  in  the  contract  since  1916 
[Rep.  Tr.  pp.  19-20]. 

The  motive  of  the  Government  and  the  reason  for  its 
conduct  in  this  m.atter  is  perhaps  most  clearly  revealed 
in  the  remark  of  its  counsel  in  answer  to  the  court's 


question,  as  reported  on  Page  20  of  the  Reporter's 
Transcript : 

"The  Court:  This  is  the  first  non-neghgent 
electrically  caused  fire  that  has  arisen  under  such  a 
contract,  even  though  it  is  over  fifty  years  old?" 

Mr.  Coleman  [the  Assistant  United  States  At- 
torney] :  So  far  as  I  know.  I  don't  know  of  any 
other  such  cases. 

I  will  say  this,  that  probably  in  the  great  ma- 
jority of  the  cases  negligence  can  be  found.  I 
would  say  that  perhaps  the  fire  which  occurred  in 
this  case  wasn't  particularly  a  clearly  negligently 
caused  fire.  Of  course,  that  is  now  out  of  the 
case  since  a  stipulation  has  been  entered  into  by  the 
parties." 

Appellant's  contentions  were  and  remain : 

1.  That  the  contract  cannot  properly  be  interpreted 
to  impose  liability  without  fault,  and  in  this  connection 
every  intendment  of  interpretation  favors  a  reading 
which  does  not  so  impose  absolute  liability. 

2.  That  if  the  contract  is  interpreted  to  impose  lia- 
bility without  fault,  such  an  interpretation,  and  the 
enforcement  thereof  by  action,  is  unconstitutional  in 
that  it  discriminates  against  appellant  when  a  similar 
obligation  is  not  imposed  upon  other  public  utilities 
similarly  situated.  This  contention  rests  upon  the 
equal  protection  content  of  the  Fifth  Amendment  to 
the  Constitution  of  the  United  States.  The  discrimina- 
tion is  extreme  and  unreasonable  in  that  there  is  no 
factual  basis  of  distinction  upon  which  the  Government 
could  reasonably  impose  a  heavier  burden  upon  appel- 
lant than  upon  other  like  electrical  transmitters. 


After  the  Motion  for  Summary  Judgment  ruled  upon 
by  the  Honorable  District  Court,  appellant  sought 
changes  in  the  findings  and  additional  findings  con- 
sistent with  the  uncontradicted  contentions  and  affi- 
davits of  appellant  [Clk.  Tr.  pp.  175-178].  These  the 
Court,  by  inaction,  declined  to  make. 

Specification  of  Errors. 
I. 

Under  the  contract  (Special  Use  Permit),  the  Ap- 
pellant is  liable  for  the  cost  of  suppressing  fires  re- 
sulting from  its  use  of  the  national  forest  whether  or 
not  said  fires  are  the  result  of  its  negligence  or  other 
fault  [Clk.  Tr.  p.  182]. 

II. 

An  interpretation  of  the  said  contract  to  impose  lia- 
bility without  fault  is  not  unconstitutional  in  that  it 
discriminates  against  appellant,  a  privately  owned  utility, 
when  a  similar  obligation  is  not  imposed  upon  other 
public  utilities  similarly  situated  [Clk.  Tr.  pp.  181, 
183-184]. 

I. 

Absolute  Liability  Cannot,  as  a  Matter  of  Law,  Be 
Imposed  Upon  Appellant  Under  the  Terms  of 
the  Contract  and  the  Contradicted  Facts. 

A.     Preliminary  Statement. 

Under  the  pleadings  and  stipulations,  the  sole  issue  to 
be  tried  by  the  court  was  whether  under  the  terms 
the  pertinent  contract  [Special  Use  Permit,  Clk.  Tr.  pp. 
6-10,  15-19,  reproduced  more  legibly  in  Appendix  1], 
including  all  contractual  defenses  properly  raised,  appel- 
lant was  absolutely  liable  to  appellee  for  the  cost  of 
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extinguishing  the  fire  which  resulted,  without  negli- 
gence or  any  fault,  from  appellant's  electrical  lines  [Clk. 
Tr.  pp.  92-93].  In  connection  with  the  presentation  of 
this  issue,  stipulations  and  the  Government's  answers 
to  interrogatories  had  established  beyond  contradiction 
that: 

1.  The  contract,  as  set  forth  in  the  appendix,  was 
accurate  in  form,  duly  executed  and  the  only  pertinent 
contract  [Clk.  Tr.  pp.  92-93]. 

2.  The  appellee  owned  the  land  where  the  fire  oc- 
curred [Clk.  Tr.  p.  92]. 

3.  The  fire  was  electrical  in  source  and  the  source 
electricity  was  that  conducted  by  appellant  in  its  circuit 
maintained  under  the  said  contract  [Clk.  Tr.  p.  93]. 

4.  At  no  time  did  any  Forest  Service  official  or  any- 
one acting  for  appellee  object,  in  any  way,  to  the  man- 
ner of  the  layout,  construction,  reconstruction,  altera- 
tion or  maintenance  of  the  electrical  circuit,  aforesaid, 
which  was  the  source  of  the  electricity  which  caused 
the  fire  [Clk.  Tr.  p.  40,  interrogatory  15  and  answer 
thereto] . 

5.  At  no  time  did  any  Forest  Service  official  or 
anyone  acting  for  appellee  object,  in  any  way,  to  the 
manner  of  construction,  maintenance  or  operation  of 
the  line,  nor  object,  in  any  way,  to  the  failure  to  per- 
form any  of  the  safety  precautions  provided  in  the  per- 
mit [Clk.  Tr.  pp.  40-41,  interrogatory  16  and  answer 
thereto]. 

6.  The  appellee  never  contended  that  appellant  did 
not  have  a  fire  prevention  and  control  plan  adequate, 
in  the  judgment  of  the  Forest  Service,  to  the  risks  and 
hazards  of  the  use  in  the  national  forest  of  the  said 
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electric  circuit    [Clk.   Tr.   p.  41,   interrogatory   18  and 
answer  thereto]. 

It  is  also  patent,  from  an  inspection  of  the  verbatim 
copy  of  the  contract,  that  it  was  a  contract  drafted 
by  appellee  and  set  out  on  a  regular  Government  print- 
ing office  form  [see  Appendix  1]. 

As  is  above  stated,  the  answer  of  appellant  had 
challenged  the  existence  of  negligence  and  had  pleaded 
contributory  neghgence;  but  these  issues  became  re- 
moved from  the  case  by  reason  of  subsequent  stipula- 
tion. On  the  issue  of  the  contract,  appellant,  however, 
continued  to  contend  that  there  was  no  absolute  liabil- 
ity thereunder  and  relied  as  well  upon  the  failure  of  the 
appellee  to  perform  the  obligations  imposed  upon  it  by 
contract.  This  defense  [Clk.  Tr.  p.  13],  of  course, 
was  relevant  to  the  action  on  breach  of  contract,  which 
turned  out  to  be  the  only  action  presented  to  the  court. 

The  affidavits  presented  further  established,  without 
contradiction,  that  electricity  was  not  a  substantial  cause 
of  forest  fires,  contrary  to  the  unsupported  position  of 
appellee  that  electrical  transmission  was  a  so-called 
"high  hazard"  to  the  national  forests  [Clk.  Tr.  pp.  120- 
127]. 

In  this  factual  atmosphere,  therefore,  appellant  ar- 
gues as  follows. 

The  concept  of  absolute  liability,  an  unusual  concept 
in  law,  means,  in  perhaps  the  more  common  language 
of  lawyers,  liability  without  fault.  It  is  the  view  of 
the  United  States  here  that  so  long  as  the  fire  was  elec- 
trical in  source  and  the  source  was  appellant's  line  [both 
of  which  facts  are  stipulated],  appellant  is  liable  to 
appellee  for  the  cost  of  extinguishing  the  fire,  regardless 
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of  fault  and  despite  the  admitted  lack  of  negligence  or 
fault  of  any  kind.  Although,  in  the  court's  opinion 
and  in  parrying  an  argument  of  counsel,  the  trial  court 
said  that  we  were  not  faced  in  this  case  with  a  situa- 
tion where  there  was  what  might  be  deemed  an  effi- 
cient intervening  cause,  it  is,  we  respectfully  argue, 
manifest  that  if  there  is  absolute  liability  without  fault, 
such  normally  insulating  factors  pertinent  to  the  law  of 
negligence  are  totally  irrelevant. 

In  short,  if  this  contract  means  what  the  Government 
says  it  means,  it  is  an  absolute  promise  to  pay  and  there 
are  no  defenses  whatever.  We  submit  this  is  not  what 
the  contract  says  and  if  it  can  be  properly  interpreted  so 
to  say,  then  the  imposition  of  the  contract  and  its  en- 
forcement impose  an  unconstitutional  burden  upon  ap- 
pellant in  light  of  the  dissimilar  contractual  obligations 
imposed  by  the  Government  upon  persons  similary  situ- 
ated. The  first  question,  therefore,  is  whether  the  con- 
tract, by  its  terms,  imposes  such  a  severe  liability.  In 
determining  whether  such  is  the  case,  the  contract  must 
be  read  in  light  of  universally  accepted  canons  of  inter- 
pretation and  the  general  understanding  of  the  law 
pertaining  to  absolute  liability. 

B.  Absolute  Liability  Is  an  Exceptional  Situation  and 
Should  Rarely  Be  Determined  to  Exist  and  Then  Only 
in  the  Clearest  Case. 

The  basic  foundation  of  legal  liability  at  the  common 
law  is  wrong  or  fault.  This  is  true  whether  the  formal 
font  is  in  the  rules  of  law.  that  is,  based  on  tort;  or 
in  the  agreement  of  the  parties,  that  is,  based  on  con- 
tract. In  either  case  the  fundamental  philosophical 
concept  is  that  the  party  who  is  to  be  penalized  in 
damages  must  have  done  wrong,  by  either  failing  to 


—12— 

perform  his  promise  or  disobeying  the  rules  of  con- 
venience and  safety  which  the  community  has  found  it 
necessary  to  apply. 

Holmes,  The  Common  Law,  1881,  144-163; 

Salmond,  Law  of  Torts,  7th  Ed.  1924,  11-12; 

Smith,  Tort  and  Absolute  Liability,  1917,  30, 
Harv.  L.  Rev.  241,319,  409. 

This  doctrine  has  found  frequent  expression  in  the 
cases,  not  the  least  important  of  which  are  those  par- 
ticularly pertinent  to  this  District  and  Circuit.  In 
Grace  &  Co.  v.  City  of  Los  Angeles  (S.D.  Cal.  1958), 
168  F.  Supp.  344,  a  water  pipe  owned  by  the  city  burst, 
allowing  a  quantity  of  water  to  escape  and  damage 
plaintiff's  coffee.  Plaintiff,  relying  on  Rylands  v. 
Fletcher  (1868),  L.R.  3,  H.L.  330,  contended,  in  addi- 
tion to  claiming  negligence,  that  defendant  was  liable 
without  fault  or  on  absolute  liability  [168  Fed.  Supp.  at 
346].  In  denying  that  the  case  was  one  for  the  imposi- 
tion of  absolute  liability,  the  District  Court,  quoting 
the  California  Supreme  Court  in  Green  v.  General  Pe- 
troleum Corp.  (1928),  205  Cal.  328;  270  Pac.  952,  60 
A.L.R.  475  said: 

".  .  .  [We  are  led]  to  the  conclusion  that  the  rule 
that  injury  may  exist  without  liability  is,  as  has 
been  so  well  stated  by  another  court,  'contrary  to 
the  general  rule  of  liability  where  injury  is  caused; 
and  since,  in  a  sense,  it  is  a  preference  of  the 
rights  of  one  property  owner  or  user  over  that  of 
another;  and  since  the  law  is  a  jealous  guardian 
of  the  right  to  lawfully  use  property  without 
reference  or  diminution;  and  since  the  rule  of  "sic 
utere  tuo  ut  alienum  non  laedas"  is  of  broad  and 
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fundamental  importance — the  rule  which  allows 
such  injury  without  liability  therefor  is  an  excep- 
tion which  is  and  should  be  narrowly  Hmited  and 
carefully  confined.'  "  [168  F.  Supp.  at  347]. 

This  definitive  approach  was  affirmed  sub  silentio  in 
this  Honorable  Court  [278  F.  2d  771]. 

The  rule  that  the  concept  of  absolute  liability  should 
have  a  limited  application  has  been  expressly  applied  to 
the  transmission  of  electricity. 

McKensie  v.  Pacific  Gas  &  Elec.  Co.  (1962), 
200  Cal.  App.  2d  731,  736,  19  Cal.  Rptr. 
628,  where  earlier  cases  are  collected. 

While  the  California  electricity  cases  are  usually  tort 
cases,  the  conceptual  approach  is  equally  applicable  in 
contract  wherever  a  question  of  interpretation  is  open. 

We  think,  then,  it  is  demonstrated  that  a  contract 
should  not  be  lightly  interpreted  to  impose  liability  with- 
out fault  and  that  every  intendment  is  against  such 
interpretation. 

C.     Any  Ambiguities  Caused  by  the  Draftsman  of  a  Contract 
Must  Be  Resolved  Against  That  Party. 

It  goes  almost  without  saying  that  an  instrument 
drafted  by  a  party  is  to  be  interpreted  in  case  of  doubt 
in  favor  of  the  opposite  party.  [Narzjcr  v.  California 
State  Life  Ins.  Co.  (1930),  211  Cal.  176,  180-181, 
294  Pac.  393,  71  A.L.R.  1374;  Logomarsino  v.  San 
Jose,  etc.  Title  Ins.  Co.  (1960),  178  Cal.  App.  2d  455, 
464,  3  Cal.  Rptr.  80].  Since  the  Government  admit- 
tedly drafted  this  instrument,  any  conflict  of  interpreta- 
tion is  to  be  resolved  in  favor  of  appellant.  The  appel- 
lant had  no  choice  of  language  here.     Its  option  was 
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simply  to  accept  the  contract  as  drafted  or  not  use  the 
national  forest  at  all. 

Act  of  February  15,  1901;  16  U.S.C.  522. 

For  practical  reasons,  the  none-use  of  the  national 
forest  was  simply  impossible. 

D.  The  Contract  Must  Be  Interpreted,  If  at  All  Possible, 
to  Save  Its  Constitutionality  Rather  Than  Reach  an 
Unconstitutional  Result. 

If,  of  course,  absolute  liability  would  make  the  con- 
tract and  its  enforcement  unconstitutional,  the  contract 
is  to  be  interpreted  as  not  requiring  such  absolute  liabil- 
ity in  order  to  save  the  constitutionality  of  the  instru- 
ment and  the  program.  No  American  constitutional 
doctrine  is  older. 

Alexander  Hamilton,  The  Federalist,  Numbers 
78  and  81  (Modern  Library  Edition,  pp.  506, 
522-533). 

E.     The  Contract  Does  Not,  Within  Its  Terms,  Impose 
Absolute  Liability. 

The  Government's  case  is  based  solely  on  Clause  8 
of  the  contract,  reading,  "The  permittee  shall  pay  the 
United  States  for  any  damage  resulting  from  this  use." 
Passing  the  question  which  we  urged  below  that  this 
clause  is  a  procedural  one,  directing  payment,  and  is  not 
a  substantive  source  of  an  obligation  to  pay,  it  should 
first  be  noted  that  nowhere  in  the  contract  are  the  words 
"absolute  liability"  or  "liability  without  fault"  used.  The 
law  knows  much  damage  for  which  there  is  no  remedy. 
Damnum  absque  injuria  is  such  a  commonplace  as  to 
have  become  a  legal  maxim.  In  the  absence  of  the 
breach  of  any  substantive  clause  of  the  contract  by  ap- 
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pellant,  it  does  not  seem  reasonable  to  construe  this  di- 
rection of  payment  to  require  payment  without  fault. 
We  are  not,  however,  left  without  further  and  control- 
ling indications.  The  contract  [Appendix  I]  imposes 
detailed  duties  upon  appellant. 

Under  Paragraph  3,  nothing  can  be  developed,  laid 
out,  constructed,  reconstructed,  altered  or  revised  ex- 
cept upon  advance  approval  of  the  Forest  Supervisor. 

Under  Paragraph  4,  the  standards  of  repair,  orderli- 
ness, neatness,  sanitation  and  safety  are  only  those 
acceptable  to  the  Forestry  Department  (emphasis  add- 
ed). 

Under  Paragraph  6,  the  permittee  must  comply  with 
all  the  regulations  and  laws  of  governing  authority. 
This  includes  the  regulations  of  the  Departments  of 
Agriculture,  all  federal,  state,  county  and  municipal 
laws,  and  these  laws  and  regulations,  as  the  court  will 
undoubtedly  judicially  notice,  constitute  literally  hun- 
dreds of  minute  safety  precautions.  For  example.  Gen- 
eral Order  95,  the  rules  for  overhead  line  construction 
pertinent  to  the  line  here  in  question,  promulgated  by 
the  California  Public  Utility  Commission  under  the  au- 
thority of  CaHfornia  law,  alone  comprise  more  than  350 
pages  of  safety  regulations  [Rules  for  Overhead  Elec- 
tric Line  Construction,  General  Order  No.  5,  State 
of  California  Public  Utilities  Commission]. 

Not  content  with  these  specific  requirements,  there 
are  further  obligations  cast  upon  appellant  by  the  con- 
tract. 

Under  Paragraph  7.  the  permittee  shall  take  all  rea- 
sonable precautions  to  prevent  and  suppress  forest  fires 
(emphasis  added). 
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Under  Paragraph  23,  the  permittee  shall  clear  desig- 
nated portions  of  the  power  Hne  right-of-way  and  keep 
them  clear  as  required  by  the  Forest  Officer  in  charge. 
This  includes  trimming  branches,  removing  dead  snags 
and  trees  leaning  toward  the  line  and  observing  other 
precautions  against  fire  as  may  be  required  by  the  For- 
est Officer  in  charge.  The  clearing  width  shall  be  re- 
stricted to  that  necessary  for  safe  transmission  unless 
the  specification  permission  of  the  Forest  Supervisor 
for  a  greater  clearing  width  is  obtained  (emphasis  add- 
ed). 

Under  Paragraph  23,  the  permittee  shall  do  every- 
thing reasonably  within  its  power  both  independently 
and  upon  request  of  the  Forest  Service  to  permit  and 
suppress  fires  on  or  near  the  lands  to  be  occupied  under 
the  permit  during  the  period  of  construction  (emphasis 
added). 

Under  Paragraph  26,  the  transmission  lines  shall  be 
designed  and  constructed  in  accordance  with  the  ac- 
cepted standards  and  specifications  of  the  California 
Public  Utilities  Commission  by  its  General  Order  No. 
95,  or  subsequent  orders  issued  by  that  commission. 
The  permittee  shall  place  and  maintain  suitable  struc- 
tures and  devices  to  reduce  to  a  reasonable  degree  the 
liability  of  contact  between  its  power  line  and  other 
power  lines  not  owned  by  the  permittee  and  further  to 
reduce  to  reasonable  degree  the  liability  of  any  struc- 
ture or  wires  falling  and  obstructing  traffic  or  en- 
dangering life  on  highways  and  roads,  in  a  manner 
satisfactory  to  the  Forest  Service. 

Thus,  beyond  question,  the  specific  detailed  duty  of 
appellant  was  spelled  out  in  the  contract,  all  with  the 
intent  that  the  activity  be  made  as  safe  and  non-haz- 
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ardous  as  the  most  prudent  man,  in  the  exercise  of  the 
highest  standard  of  care,  could  make  it.  Nowhere,  how- 
ever, is  it  stated  that  if  these  obHgations  are  carefully 
discharged  by  appellant  he  is  nevertheless  liable  for 
any  resulting  damage,  though  he  has  been  free  of  all 
fault.  Would  it  not  have  been  easy  so  to  say  if  such 
were  the  case. 

May  we  respectfully  call  the  court's  attention  to  Para- 
graph 7  and  Paragraph  8  directly  compared. 

Paragraph  7  states  that  the  permittee  shall  take  all 
reasonable  precautions  to  prevent  and  suppress  forest 
fires  (emphasis  added).  Paragraph  8  says,  if  it  means 
what  the  Government  would  have  it  mean,  the  permittee 
shall  pay  the  United  States  for  any  damage  [resulting 
from  the  transmission  of  electricity  whether  or  not 
such  reasonable  precautions  are  taken  and  even  though 
the  fire  does  not  result  from  the  failure  to  take  rea- 
sonable precautions]  (bracketed  material  added).  In  the 
absence  of  any  specific  language  imposing  absolute  lia- 
bility, can  this  contract  be  reasonably  interpreted,  in 
two  paragraphs,  side  by  side  in  number,  so  inconsistent, 
to  impose  such  a  liability?  If  Paragraph  8  is  inter- 
preted in  light  of  Paragraph  7,  there  is  no  absolute 
liabiHty.  If  8  and  7  are  deemed  to  conflict,  than  7 
prevails,  this  because  7  is  printed  and  8  is  typed  and 
Paragraph  16  provides,  "In  the  event  of  any  conflict 
between  any  of  the  preceding  printed  clauses  or  any 
provision  thereof  and  any  of  the  following  clauses  or 
any  provision  thereof,  the  preceding  printed  clauses 
will  control."  Paragraph  8  is  typed  and  followed  Para- 
graph 16  and  there  can,  we  think,  be  no  question  but 
that  under  the  very  words  of  the  contract  itself,  as 
well  as  under  the  canons  above  enumerated,  the  obliga- 
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tion  cast  upon  appellant  is  that  of  reasonable  care,  the 
normal  obligation. 

The  appellant  discharged  all  of  its  obligations  under 
the  contract.  The  lines  not  only  have  been  stipulated 
to  have  been  constructed,  maintained  and  operated  with- 
out fault,  but  the  interrogatories  above  quoted  establish 
that  during  all  pertinent  periods  no  fault  whatever  was 
found  by  the  Forest  Service  with  any  action  of  appel- 
lant, although  the  contract  cast  upon  it  the  duty,  as  well 
as  the  right,  of  correcting  any  failures  in  appellant's 
system  or  the  operation  thereof  which  would  tend  to  be 
a  risk  or  hazard  of  fire  to  the  national  forest  (see  the 
interrogatories  above  cited). 

II. 

An  Interpretation  of  the  Contract  to  Impose  Liabil- 
ity Without  Fault  Results  in  a  Denial  of  Appel- 
lant to  the  Equal  Protection  of  the  Laws  and, 
Therefore,  a  Denial  of  Due  Process  of  Law. 

A.     Preliminary  Statement. 

As  has  been  said,  the  contract  should  be  interpreted 
not  to  impose  absolute  liability  if  the  imposition  thereof 
would  produce  a  constitutional  flaw.  It  is  clear  that  an 
interpretation  imposing  only  the  duty  of  reasonable  care 
is  consistent  both  with  the  contract,  with  ordinary 
philosophy  of  law  and  with  the  Constitution.  The 
Government  treats  other  identical  electrical  utilities  in 
different  fashion,  providing  only  they  are  publicly- 
owned  or  financed.  The  Government  made  it  clear 
that  it  did  not  intend  to  impose  absolute  liability  on 
publicly-owned  or  financed  utilities.  On  November  26, 
1967  the  Forest  Service  officially  issued  Circulars  Num- 
bers U161  and  U202,  pertaining  to  the  type  of  clause 
to  be  inserted  in  utility  permits  where  states,  counties, 
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municipalities  or  other  governmental  agencies,  as  dis- 
tinguished from  investor-owned  public  utilities,  were 
permittees  [Clk.  Tr.  p.  168J  [Copy  of  official  certif- 
icate of  the  Secretary  of  Agriculture  referred  to  in 
the  transcript  set  out  at  length  for  better  legibility  as 
Appendix  2].  In  these  circulars  the  Chief  of  the 
United  States  Forest  Service  ruled : 

"It  is  beyond  the  authority  of  officials  of  states, 
counties,  municipalities  or  other  governmental  agen- 
cies to  accept  a  permit  which  so  binds  [with  an 
obligation  of  unlimited  liability]  the  political  sub- 
division or  agency  they  represent."  (Bracket 
added). 

"You  are  authorized  to  substitute  the  following 
clause  for  standard  clause  6  [now  clause  8]  in  per- 
mits to  states,  counties,  municipalities  or  other 
governmental  agencies  (Bracket  added) : 

'The  permittee  agrees  to  take  all  reasonable  pre- 
caution to  avoid  damage  to  timber,  young  growth 
and  watershed  cover  and  diligently  to  undertake 
suppression  action  in  the  event  of  fire  resulting 
from  the  exercise  of  the  privileges  herein 
granted.'  " 

The  Forest  Service  said  that  the  assumption  of 
absolute  liability  was  beyond  the  power  of  officers  of 
states,  counties  and  municipalities;  yet,  manifestly, 
under  the  Supreme  Law  of  the  Land  Clause  [U.S. 
Const.  Art.  VI],  if  the  federal  regulation  imposing 
absolute  liability  was  constitutional  it  would  not  be  be- 
yond the  power  of  state,  county,  municipal  and  other 
public  officials  to  agree  to  obey  the  supreme  law.  Of 
course,  the  admission  of  the  Forest  Service  that  its  re- 
quirements   are    unconstitutional    does    not    necessarily 
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make  them  so,  but  it  does  seem  oddly  provocative  of 
thought  upon  the  subject  that  the  Forest  Service  itself, 
despite  its  claim  that  it  had  the  power  to  impose  ab- 
solute liability  under  federal  statutes  and  the  Federal 
Constitution  and  valid  federal  regnltions,  would  at  the 
same  time  think  that  public  officials  of  the  states, 
counties  and  cities  could  not  agree  to  obey  such  a  fiat. 
Thus,  it  is  manifest  that  the  Forest  Service  sought  to 
treat  investor-owned  public  utilities  and  public  or  con- 
sumer-owned public  utilities,  otherwise  ahke,  differently. 

B.     The  Concept  of  Equal  Protection  Is  Applicable  to 
the  Federal  Government. 

The  concept  of  appellant's  constitutional  argument  is 
that  the  imposition  of  the  burden  of  absolute  liability 
upon  investor-owned  public  utilities  as  a  condition  of 
the  use  of  the  national  forest  lands  denies  those  util- 
ities the  equal  protection  of  the  laws  when,  in  contrast, 
exactly  similar  entities,  but  for  their  ownership,  con- 
ducting exactly  similar  activities,  also  on  the  national 
forest  land,  are  free  from  such  burden.  This  concept, 
traditionally  thought  of  in  terms  of  "equal  protection" 
is  formally  equally  a  deprival  of  due  process  of  law.  In 
short,  unequal  protection  is  not  due  process.  Thus,  the 
federal  government  is  equally  inhibited,  with  the  states, 
from  such  practice.  There  may  have  been  some  doubt 
of  the  application  of  the  concept  of  equal  protection  to 
the  federal  government  prior  to  the  school  desegrega- 
tion cases.    There  can  be  none  now. 

In  Boiling  v.  Sharpe  (1953),  347  U.S.  497,  74  S. 

Ct.   693,   Mr.    Chief  Justice   Warren,    speaking   for   a 

unanimous  court,  said : 

"The  Fifth  Amendment,  which  is  applicable  in  the 
District  of  Columbia,   does  not  contain  an  equal 
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protection  clause  as  does  the  Fourteenth  Amend- 
ment which  appHes  only  to  the  states.  But  the 
concepts  of  equal  protection  and  due  process,  both 
stemming  from  our  American  ideal  of  fairness,  are 
not  mutually  exclusive  .  .  .  But,  as  this  Court  has 
recognized,  discrimination  may  be  so  unjustifiable 
as  to  be  violative  of  due  process."  [347  U.S.  at 
499]. 

After  Boiling,  the  concept  that  "Fourteenth  Amend- 
ment equal  protection",  at  least  in  cases  of  substantial 
discrimination,  was  a  part  of  the  Fifth  Amendment 
received  increasing  recognition  in  the  various  federal 
courts  and  by  the  judges  and  justices  thereof. 

In  Schneider  v.  Rusk  (1964),  377  U.S.  163,  84  S. 
Ct.  187,  the  Court  said: 

"Moreover,  while  the  Fifth  Amendment  contains 
no  equal  protection  clause,  it  does  forbid  discrim- 
ination that  is  'so  unjustifiable  as  to  be  violative 
of  due  process'".  [377  U.S.  at  168]. 

In  Mr.  Justice  Black's  dissent  in  Griswold  v.  State  of 
Conn.  (1965),  381  U.S.  479,  85  S.  Ct.  1678,  it  is  said 

that: 

"{Boiling  v.  Sharped  merely  recognized  what  had 
been  the  understanding  from  the  beginning  of  the 
country,  an  understanding  shared  by  many  of  the 
draftsmen  of  the  Fourteenth  Amendment,  that  the 
whole  Bill  of  Rights,  including  the  Due  Process 
Clause  of  the  Fifth  Amendment,  was  a  guarantee 
that  all  persons  would  receive  equal  treatment 
under  the  law."   [381  U.S.  at  517,  fn.  10]. 
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In  a  number  of  District  Court  and  Court  of  Appeals 
opinions  the  matter  has  become  settled. 

N.L.R.B.  V.  Gene  Compton's  Corp.  (9th  Cir., 
1959),  262  F.  2d  653,  636,  Footnote  1; 

Pacific  Natural  Gas  Co.  v.  Federal  Power 
Commission  (9th  Cir.,  1960),  276  F.  2d  350, 
353; 

Fulwood  V.  Clemmer  (D.C.  Cir.,  1961),  295  F. 
2d  171,  174;  There  the  Court  said: 
"Though  the  equal  protection  clause  of  the 
Constitution  applies  in  terms  only  to  the 
states,  'it  would  be  unthinkable  that  the  same 
Constitution  would  impose  a  lesser  duty  on  the 
Federal  Government.'  " 

Hoivard  v.  U.S.  (9th  Cir.,  1967),  372  F.  2d  294, 
where  the  Court  pointed  out  that  '[t]he  pres- 
ent concept  of  due  process  stems  from  our 
American  ideal  of  fairness  in  treatment  of 
all."  [372  F.  2d  at  301]; 

Kennedy  v.  Commandant  (10th  Cir.,  1967),  Z77 
F.  2d  339,  344. 

Perhaps  the  matter  has  been  most  absolutely  stated 
by  Chief  Judge  Campbell  in  the  Northern  District  of 
Illinois : 

"Furthermore,  the  5th  Amendment's  Due  Proc- 
esses Clause,  notwithstanding  some  argument  and 
suggestions  to  the  contrary  by  counsel  in  the  in- 
stant case,  has  now  unequivocally  been  determined 
by  the  Supreme  Court  to  either  by  inference  adopt 
literally  or  at  very  least  legally  encompass  the 
Equal  Protection  Clause  of  the  14th  Amendment 
...  to  hold  otherwise  would  of  necessity  imply  an 
anomalous  circumstance  which  would  in  effect  per- 
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mit  the  Federal  Government  (which  would  include 

the  District  of  Columbia),  to  violate  rights  made 

sacrosanct  from  similar  invasions  by  the  states." 

Todd  V.  Joint  Apprenticeship  Committee   (N.D. 

111.,  1963),  223  Fed.  Supp.  12,  19. 

C.  Application  of  the  Equal  Protection  Concept  of  the  Due 
Process  of  Land  Clause  to  the  Federal  Government  in 
Exercising  Its  Jurisdiction  Over  the  Property  Which  It 
Holds  as  Outright  Proprietor  or  as  "Trustee  for  the 
People." 

Appellee,  of  course,  owns  the  national  forest.  The 
position  of  appellee  is  that  this  property  is  held  "in 
trust  for  all  the  people."  We  think  that  there  is  a  good 
deal  of  question  as  to  whether  a  trust  concept  can 
properly  be  applied  to  the  proprietorship  which  the 
Government  has  in  national  forest  lands  but  we  do  not 
argue  that  it  is  not  Government  property.  We  think  it 
is  held  by  the  appellee  in  the  same  way  that  the  average 
individual  owns  his  home.  Whether  it  is  thus  held  by 
the  appellee  or  in  some  other  philosophical  concept,  it 
is  clear  that  ordinarily  the  cases  have  held  that  the 
United  States  has  the  same  power  with  reference  to  the 
land  which  it  owns  as  a  private  individual  would  have 
over  his  own  land.  The  issue,  however,  in  this  case  is 
not  whether  the  United  States  has  the  power  to  grant 
or  withhold  from  public  utilities  the  right  to  transverse 
the  forest  land  with  electrical  transmission  or  distribu- 
tion lines.  Rather,  the  issue  is  whether  having  decided 
to  grant  this  privilege  to  various  kinds  of  public  util- 
ities it  must  treat  such  grantees  equally  or  at  least  treat 
them  differently  upon  a  rational  basis  and  not  simply 
upon  arbitrary  or  capricious  determinations.  We  be- 
lieve that  the  cases  are  clear  that  the  Government,  in 
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dealing  with  its  own  land  and  other  like  property,  may 
not  impose  restrictions  upon  a  use  otherwise  granted 
which  are  so  discriminatory  or  otherwise  unreasonable 
as  to  be  basically  unfair.  If  such  an  effort  is  made,  it 
must  be  stricken  down  as  lacking  in  due  process.  The 
point  has  not  been  dealt  with  profusely  in  the  cases,  as 
far  as  our  research  reveals.  This  is,  perhaps,  so  be- 
cause it  is  rare  that  the  Government  would  try  so  to 
act.  Certainly  in  the  last  decade,  when  concepts  of 
fairness  have  so  patently  motivated  almost  every  act  of 
the  federal  government,  and  where  civil  rights  have 
never  been  so  much  in  the  public  mind,  it  is  not  sur- 
prising that  discriminatory  actions  have  been  few, 
Thus,  one  would  not  expect  many  cases.  Such  cases 
as  do  exist,  we  submit,  are  manifestly  clear. 

The  leading  decision,  and  perhaps  the  clearest,  is 
Ivanhoe  Irrigation  District  v.  McCracken  (1958),  357 
U.S.  275,  78  S.  Ct.  1174.  This  is,  of  course,  the 
famous  "160  acre"  decision  and  went  to  the  Supreme 
Court  upon  certiorari  to  the  Supreme  Court  of  CaHfor- 
nia.  See  Ivanhoe  Irr.  Dist.  v.  All  Parties  (1957),  47 
Cal.  2d  597,  306  P.  2d  824;  Alhoncio  v.  Madera  Irr. 
Dist.  (1957),  47  Cal.  2d  695,  306  P.  2d  894;  and 
Santa  Barbara  Etc.  Agency  v.  All  Persons  (1957),  47 
Cal.  2d  699,  306  P.  2d  875. 

In  Ivanhoe,  the  Court  said,  after  deciding  that,  under 
the  Constitution,  Congress  had  the  power  to  manage 
and  dispose  of  federal  property : 

"Also  beyond  challenge  is  the  power  of  the  Fed- 
eral Government  to  impose  reasonable  conditions 
on  the  use  of  federal  funds,  federal  property  and 
federal  privileges,  (cases  cited).  The  lesson  of 
these  cases  is  that  the  Federal   Government  may 
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establish  and  impose  reasonable  conditions  relevant 
to  federal  interest  in  the  project  and  to  the  over-all 
objectives  thereof."  (emphasis  added)  [357  U.S. 
at  295]. 

After  announcing  these  general  principles,  the  Court 
then,  by  extensive  consideration  of  the  facts  involved, 
determined  that  the  discrimination  there  effected,  where- 
by federal  water  could  be  used  on  160  acre  farms  but 
not  on  larger  farms,  was  reasonable  and  well  founded 
in  differences  of  fact.  For  example,  the  court  found 
that  one  of  the  purposes  of  the  law  was  to  benefit  the 
most  people  possible,  not  the  most  land  possible,  and 
that  the  limitation  insures  that  the  enormous  expendi- 
ture of  money  needed  to  provide  the  water  would  not  go 
in  disproportionate  share  to  a  few  individuals  with  large 
land  holdings.  The  court  further  found  that  there  was 
good  reason  for  the  discrimination  in  favor  of  the 
smaller  plots  in  order  to  prevent  the  use  of  the  Federal 
Reclamation  Service  for  speculative  purposes,  but  the 
court  did  not  for  a  moment  countenance  the  concept 
that  the  discrimination  was  lawful  without  even  in- 
vestigating the  causes,  reasons  or  need  therefor;  yet. 
that  is  exactly  what  the  court  has  done  in  the  instant 
case.  By  reason  of  the  summary  judgment  appellant 
has  been  wholly  precluded  from  showing  at  trial  that 
there  is  not  good  reason  why  an  investor-owned  public 
utility  should  bear  a  heavier  burden  in  exchange  for 
the  privilege  of  using  a  right-of-way  for  a  transmission 
line  than  a  consumer-owned,  federally-financed  public 
utility  or  a  city-owned  public  utility  should  bear  for 
the  identical  privilege. 

Under  the  contract,  as  the  Government  has  sought  to 
interpret  it  and  as  the  court  has  held  proper  and  under 
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the  summary  judgment  where  appellant  has  been  pre- 
cluded even  from  attempting  to  show  the  lack  of  good 
ground  for  such  discrimination,  two  parallel  elctrical 
lines  in  the  same  national  forest,  technically  identical, 
owned  in  the  one  case  by  Southern  California  Edison 
Company  and  in  the  other  by  the  Department  of  Water 
and  Power,  may  exist  only  upon  highly  disporportionate 
expense  levels.  Although  the  fee  charged  for  the  use 
of  the  land  is  the  same,  although  technically  the  lines 
are  identical,  although  the  hazard  of  fire,  if  any,  from 
both  lines  is  equivalent,  although  the  rules  of  adminis- 
tration of  the  lines  and  the  conditions  of  safety  and  the 
care  applied  to  prevent  accident  vary  not  a  whit,  the 
appellant  must,  as  a  condition  of  having  its  line  in 
such  place,  insure  that  it  pay  for  any  fire  resulting 
from  the  electricity  carried  in  its  lines,  but  the  Depart- 
ment of  Water  and  Power  need  pay  for  the  damage  in 
the  event  of  an  identical  fire  and  loss  only  if,  in  the 
first  instance,  it  was  negligent,  and,  in  the  second,  if 
the  Government  was  not  guilty  of  contributory  negli- 
gence, or  not  bound  by  any  other  insulating  defense, 
such  as  assumption  of  risk.  Surely,  such  a  discrimina- 
tion is  not  tolerable,  at  least  in  the  absence  of  inquiry 
as  to  the  reasons  therefor.  The  affidavits  of  fact  filed 
by  appellant  in  this  case  went  wholly  undenied.  Ap- 
pellee did  not  even  offer  a  confHcting  affidavit  of  any 
kind  nor  an  affidavit  which  in  any  way  proved  or  of- 
fered to  prove  any  ground  for  the  discrimination,  save 
only  the  rather  gratuitious  assertion  that  appellant  was 
a  profit-making  company  and  the  unsupported  state- 
ment that  it  knew  more  about  preventing  fires  than 
the  United  States  Forest  Service.  It  might  have  been 
thought  that  the  most  learned  of  all  in  this  art  were 
the  national  foresters  and  it  seems  unduly  modest  for 
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them  to  claim  such  superior  expertise  on  the  part  of  ap- 
pellant, especially  in  the  absence  of  any  verified  state- 
ment whatever  on  the  subject. 

Ivanhoc,  we  think,  settles  the  point  that  differences 
in  the  treatment  of  identical  persons  must  be  reason- 
able and  upon  challenge  must  be  subject  at  least  to 
proof  on  this  score. 

The  most  pertinent  of  all  cases  we  have  found,  rest- 
ing in  an  almost  unbelievable  colorful  set  of  circum- 
stances, might  be  entitled  "The  Perko  Story"  and  to 
this  series  of  cases  we  now  turn.  We  suggest  that  to  a 
large  degree  these  cases  are  highly  persuasive. 

D.     The  Perko  Story. 

The  application  of  the  concept  of  equal  protection 
and  fairness,  as  required  by  the  Fifth  Amendment,  to 
the  federal  government  in  its  control  and  regulation  of 
the  public  lands  has  not  received  extensive  judicial  con- 
sideration for  the  reasons  aforesaid.  Cases  with  re- 
spect to  the  National  Forest  Service  are  also  rare  and 
at  the  time  of  the  argument  below  were  apparently 
thought  by  both  sides  to  be  non-existent.  At  least 
we  had  not  found  the  series  of  cases  now  adverted  to 
and  the  federal  government  did  not  cite  them.  A  very 
pertinent  group  of  cases,  however,  does  exist  and,  as 
above  stated,  they  are,  taken  together,  we  submit,  most 
persuasive.  The  same  matter  was  before  the  courts 
on  numerous  occasions.  For  the  case  of  convenience 
we  are  referring  to  these  cases  as  "The  Perko  Cases." 

In  United  States  v.  Perko  (D.C.  Minn.  1955),  133 
F.  Supp.  564,  the  subject  matter  was  the  use  of  a  road- 
way across  the  Superior  National  Forest,  a  wilderness 
area  in  Minnesota.     Perko  and  Zupancich  had  acquired 
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fee  title  to  certain  real  estate  in  an  area  which  later 
became  the  so-called  "roadless  area"  of  the  Superior 
National  Forest.  After  acquiring  this  title  they  had 
improved  the  land  with  buildings  and  established  hunt- 
ing, fishing  and  recreational  camps  and  resorts  of  con- 
siderable value.  They  had  operated  these  resorts  suc- 
cessfully for  more  than  fifteen  years.  By  executive 
order  (Number  10092),  by  statute  (the  Shipstead- 
Nolan  Act,  16  U.S.C.  Section  577;  the  Thyl-Blatnik 
Act,  16  U.S.C.  Section  577C),  by  various  regulations  of 
the  Secretary  of  Agriculture  and  the  National  Forest 
Service  founded  upon  the  said  statutes,  executive  or- 
ders, and  even  upon  the  Webster-Ashburton  Treaty  of 
August  9,  1842,  directives  had  been  issued  which  for- 
bade the  flying  of  aircraft  across  the  area  and  ulti- 
mately prohibited  Perko  and  Zupancich  from  using  a 
logging  road  across  the  area.  The  matter  came  many 
times  before  the  courts  and  the  so-called  "air  ban"  was 
upheld  in  United  States  v.  Perko  (D.C.  Minn.  1952), 
108  F.  Supp.  315;  affirmed,  Perko  v.  United  States, 
(8th  Cir.,  1953),  204  F.  2d  446;  certiorari  denied,  346 
U.S.  832;  74  S.  Ct.  48.  Consistently,  the  doctrine 
supporting  these  decisions  was  the  fact  that  the  proper 
purpose  of  Congress  was  effectuated  thereby,  the  pur- 
pose being  to  create  and  maintain  in  this  portion  of 
the  national  forest  "the  atmosphere  of  voyageur,  In- 
dian legends  and  the  old  canoe  routes" — in  other  words, 
the  maintenance  of  this  wilderness  area  clear  of  any  of 
the  indicia  and  troubles  of  modern  civilization. 

Despite  the  consistent  application  of  this  policy  to 
many  would-be  users  of  roads  across  the  area,  the  Na- 
tional Forest  Service,  acting  for  the  United  States,  for 
reasons  not  disclosed  in  the  reported  cases,  granted  to 
a  private  concern,  the  Northwest  Paper  Company,  the 
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right  to  maintain  a  private  logging  road  for  a  distance 
o£  about  four  miles  across  the  lands  of  the  Govern- 
ment. The  purpose  of  the  road  was  solely  to  permit 
the  paper  company  to  remove  timber  which  it  con- 
trolled across  the  area.  The  road  was  closed  by  a  gate 
and  keys  were  provided  only  to  the  Northwest  Paper 
Company  and  to  Forest  Service  officers  [133  F.  Supp. 
564  at  566-567].  After  numerous  attempts  to  get  to 
their  land  with  supplies  and  patrons  had  been  frustrated, 
Perko  and  Zupanich  sued  the  Northwest  Paper  Com- 
pany and  the  Forest  Service  officer  involved,  in  an  ef- 
fort to  obtain  by  injunction  the  right  to  use  the  North- 
west Paper  Company  road,  which  had  been  es- 
tablished under  the  permit  above  mentioned.  Plain- 
tiffs' motion  for  a  temporary  injunction  was  denied  in 
that  action  [Perko  v.  Northwest  Paper  Co.  (D.C. 
Minn.  1955),  133  F.  Supp.  560].  Thereupon  Perko 
and  Zupancich  cut  the  chains  which  barred  the  road 
and  moved  motor  vehicles  onto  it  for  the  purpose  of 
permitting  travel  by  station  wagons  and  trucks.  The 
United  States  then  brought  an  action  for  an  injunction 
prohibiting  defendants  from  operating  vehicles  in  the 
area  and  over  the  road  in  question. 

After  holding  that  the  Forest  Service  was  entitled  to 
carry  out  the  policy  of  maintaining  the  roadless  wilder- 
ness area  above  described,  the  court  said  that  this  plan 
must  be  carried  out  without  violation  of  the  Constitu- 
tion.   The  court  said: 

"In  carrying  out  said  plan  of  management  the 
plaintiff  must  not  violate  the  Constitution  and 
laws  of  the  United  States.  The  Constitution,  of 
course,  covers  with  the  shield  of  its  protection 
citizens  of  all  classes,  at  all  times  and  under  all 
circumstances.     [133  F.  Supp.  at  569]. 
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While  saying  that  pending  Htigation  the  defendants 
should  not  take  the  law  into  their  own  hands,  the  court 
also  said  that  it 

"appreciates  the  frustration  confronting  defend- 
ants in  the  shutting  off  by  lawful  means  of  in- 
gress and  egress  to  their  property  by  aircraft 
followed  by  their  inability  to  travel  to  and  from 
their  properties  over  the  canoe  paths  and  portages 
which  the  Government  challenges  their  right  to 
use  by  motor  vehicle  transportation  [133  F.  Supp. 
at  569]." 

And,  further  said: 

"True,  other  land  owners  in  the  Roadless  Area 
have  been  using  motor  vehicles  of  one  sort  or  an- 
other (some  of  which  are  capable  of  traveling  over 
the  lakes  and  streams)  and  which  these  defendants 
feel  is  an  unjustified  discrimination  against  them. 
This  Court  appreciates  that  efendants,  under  the 
circumstances,    sense    that    they    are    being    dealt 
with  unjustly  and  in  a  manner  foreign  to  American 
principles."    [133  F.  Supp.  at  569]. 
The  court  held  there  was  nothing  unconstitutional  in 
the  general  plan  but  cited  with  approval   City  of  St. 
Paul  V.  Dalsin,  Minn.   (71   N.W.  2d  855),  which  said 
that  an  ordinance  which  was  unreasonably  oppressive 
and  imposed  restrictions  upon  one  class  of  persons  en- 
gaged in  the  particular  business  which  are  not  imposed 
upon  others  engaged  in  the  same  business  was  a  viola- 
tion of  the  equal  protection  clause  of  the  United  States 
Constitution.     After  analyzing  the  fact  situation  in  the 
then  present  case,  the  court  further  said : 

"Obviously,  the  Government's  management  plan 
should  be  administered  as  equally  and  uniformly  as 
possible  so  as  to  avoid  unjust  discrimination." 
[133  F.  Supp.  at  570]. 
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Pending  the  basic  determination  of  the  issue  after 
full  trial  the  court  then  resolved  the  immediate  con- 
troversy by  permitting  the  defendants  to  transport 
goods  along  the  trails  in  the  roadless  area  by  pack- 
horses,  if  necessary,  but  forbade  the  use  of  motor  ve- 
hicles and  heavy  construction  equipment  and  then  sug- 
gested that  perhaps 

"prior  to  the  trial  of  the  instant  case  on  the  merits 
some  reasonable  means  may  be  arrived  at  in  an 
attempt  to  solve  the  problem  of  the  defendants  so 
that  equity  v^ill  be  served."  [133  F.  Supp.  at  570]. 

The  future  course  of  the  case  turned  out  to  be  most 
interesting.  In  1956  the  matter  came  on  for  full  trial, 
as  is  reported  in  United  States  v.  Perko  (D.C.  Minn., 
1967),  141  F.  Supp.  372.  By  this  time  Perko,  one  of 
the  parties,  "made  his  peace  with  the  Government,  there- 
by ehminating  himself  from  the  instant  case"  [141 
F.  Supp.  at  373]  as  suggested  by  the  court  in  the  case 
reported  in  133  F.  Supp.  564.  As  to  Zupancich,  the 
other  defendant  (one  of  w^hose  employees  was  snow- 
bound and  marooned  for  five  months  as  a  result  of  the 
temporary  injunction),  the  court  apparently  determined 
that  he  could  not  use  motor  vehicles  and  must  be  con- 
tent with  packhorses,  despite  the  fact  that  he  had  been 
unable  as  yet  to  find  satisfactory  corrals  or  stables. 
The  meaning  of  the  ruling  as  to  Zupancich  is  not  en- 
tirely manifest  from  the  opinion,  although  the  court 
again  noted  with  dissatisfaction  that  discrimination  was 
continuing  (141  F.  Supp.  at  374). 

The  denouncement  came  in  Bydlon  v.  United  States 
(1959),  175  F.  Supp.  891.  In  this  case  Zupancich  and 
others,  contending  that  the  effect  of  the  statutes,  regu- 
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lations,  decisions  aforesaid  had  deprived  them  of  prop- 
erty without  due  process  of  law,  sought  compensation 
for  their  losses  in  the  Court  of  Claims.  Zupancich  was 
allowed  $30,000.  Certain  of  the  judges  wishes  to  make 
even  wider  awards,  but  this  much  was  at  least  made 
certain — that  either  a  working  agreement  was  reached 
with  the  party  so  discriminated  against  as  in  the  case 
of  Perko,  or  proper  compensation  was  made  to  equalize 
the  burden,  as  in  the  case  of  Zupancich.  Taking  the 
litigation,  then,  as  a  whole,  it  establishes,  we  think, 
beyond  question  that  the  Government  cannot  in  the  ad- 
ministration of  the  national  forest  land  discriminate 
among  persons  similarly  situated  in  the  use  of  the 
forest  lands  without  balancing  compensation  and  that 
in  substance  is  exactly  what  has  been  done  here.  With- 
out even  the  right  to  present  evidence  to  show  that 
there  is  no  reasonable  basis  for  treating  publicly-owned 
or  financed  utilities  differently  than  investor-owned 
ones  and  without  even  a  suggestion  that  compensation 
be  in  some  manner  paid  for  imposing  upon  Edison  a 
burden  not  imposed  upon  its  counterparts,  the  court 
has,  by  extreme  remedy,  held  that  the  evidence  of  dis- 
crimination was  immaterial  and  irrelevant  [Rep.  Tr.  p. 
23]  and  has  precipitately  entered  judgment  upon  the 
severest  sort  of  absolute  liability. 

The  concept  of  the  Perko  cases  was  adhered  to  in 
Mackie  v.  United  States  (D.C.  Minn..  1961),  194  F. 
Supp.  306,  although  in  that  particular  case  the  plaintiff 
was  denied  relief  because  on  the  facts  he  had  another 
mode  of  access  to  his  property  which  was  not  closed  by 
the  Government. 
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Conclusion. 

For  the  above  reasons,   it  is   respectfully  submitted 
that  the  judgment  in  the  District  Court  be  reversed. 

Respectfully  submitted, 

RoLLiN  E.  Woodbury, 
Richard  T.  Drukker, 
Hugh  B.  Rotchford,  and 
Chase,   Rotchford,   Drukker  & 

BOGUST, 

Attorneys  for  Appellant. 


I 


Certificate. 

I  certify  that,  in  connection  with  the  preparation  of 
this  brief,  I  have  examined  Rules  18,  19  and  39  of  the 
United  States  Court  of  Appeals  for  the  Ninth  Circuit, 
and  that,  in  my  opinion,  the  foregoing  brief  is  in  full 
compliance  with  those  rules. 

Hugh  B.  Rotchford 
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l^nxUh  BtnUB  OInurt  ai  KppmlB 

For  the  Ninth  Circuit 


No.  22495 


Pkoleb  Steel  Corporation,  Inc., 

Plain  tiff -A  ppellant, 

V. 

LuRiA  Brothers  &  Company,  Inc.,  and 
LiPSETT  Steel  Products,  Inc., 

Defendants- Appellees. 


BRIEF  OF  DEFENDANTS-APPELLEES 


I.     STATEMENT  OF  THE  CASE 

A.     Nature  of  the  Action 

This  is  an  appeal  from  the  granting  of  summary  judg- 
ment to  appellees  in  a  suit  brought  by  appellant  for  in- 
fringement of  the  Proler  reissue  patent  Re.  25,034  (herein 
called  the  Proler  reissue  patent),  issued  August  29,  1961 
(A.  5a ;R.  335).* 


*  Throughout  this  brief  A.  designates  the  page  of  the  appendix 
which  accompanies  this  brief,  R.  the  page  of  the  record  on  appeal  and 
FF  the  findings  of  fact  of  the  Court  below. 


The  Proler  reissue  patent  is  for  a  process  for  produc-- 
ing  fragmentized  ferrous  scrap,  principally  from  old  auto-' 
mobiles.  Appellees  have  since  September  1963  produced  an 
fragmentized  ferrous  scrap  called  Lurmet  at  their  plant  in 
Vernon,  California.  Appellant  charges  that  tlie  process  used 
to  manufacture  Lurmet  since  but  not  prior  to  May  1965  in-  - 
fringes  process  claim  9  of  the  Proler  reissue  patent  (R.  56) 

Claim  9  is  for  a  process  and  not  a  product.  The  frag-- 
mentized  ferrous  scrap,  Lurmet,  is  not  charged  to  infringe  ■ 
claim  9  or  any  other  claim  of  the  Proler  reissue  patent. 

Appellees'  motion  for  summary  judgment  was  briefed,, 
argued  on  September  18,  1967,  and  granted  on  September  r 
27,  1967,  with  findings  of  fact  and  conclusions  of  law*' 
(A.  20a;  R.  610).  Appellant  then  moved  for  reconsidera- - 
tion.  The  motion  for  reconsideration  was  briefed,  argued  1 
on  November  20  and  21,  1967,  and  denied  after  the  close  :■ 
of  argument  (see  A.  33a). 

B.     The  Proler  Reissue  Patent 

The  Proler  reissue  patent  (A.  5a;  R.  335)  is  a  reissue 
of  now  surrendered  U.  S.  patent  No.  2,943,930  (appellant's 
Ex.  Y,  herein  called  the  original  Proler  patent),  issued 
July  5,  1960,  on  an  application  which  was  a  continuation 
of  an  abandoned  application  Serial  No.  677,514  (herein 
called  the  abandoned  Proler  application),  filed  August  12, 
1957. 

The  abandoned  Proler  application,  the  original  Proler 
patent  and  the  Proler  reissue  patent  all  describe  in  very 
general  terms  a  process  for  upgrading  raw  ferrous  scrap 


using  conventional  equipment.  The  process  includes  the 
steps  of  shredding  the  raw  ferrous  scrap  in  a  hammermill, 
separating  the  ferrous  fragments  from  the  nonferrous 
material  using  a  magnetic  separator,  roasting  the  ferrous 
fragments  in  a  furnace  or  kiln  at  a  temperature  in  the 
range  of  1300=  F.  to  1800°  F.  to  burn  off  adhered  non- 
ferrous  material,  and  compacting  the  ferrous  fragments, 
preferably  while  still  hot,  between  rolls  to  increase  the 
density.*  The  process  also  includes  as  optional  steps, 
trommeling  the  scrap  after  roasting  and  before  compact- 
ing and  a  second  magnetic  separation  after  compacting 
(A.  5a,  column  2,  line  50,  and  column  3,  line  8;  R.  335). 

Appellant  does  not  assert  that  the  hammermill,  magnetic 
separator,  furnace  or  rolling  mill  is  novel.  On  the  con- 
trary, in  response  to  an  interrogatory  appellant  stated 
that  the  steps  of  the  process  could  be  practiced  using  a 
hammermill,  a  magnetic  separator,  a  furnace  and  a  rolling 
mill  which  were  conventional  at  the  time  that  the  Proler 
process  was  conceived  (R.  48-49), 

All  of  the  process  claims  tiled  and  prosecuted  in  the 
abandoned  Proler  application  and  in  the  continuing  ap- 
plication which  issued  as  the  original  Proler  patent  recited 
the  roasting  step   (R.  360-482). 

During  the  prosecution  of  the  abandoned  Proler  ap- 
plication and  the  application  which  issued  as  the  original 
Proler  patent  the  roasting  step  was  characterized  by  ap- 

*  A  reduction  in  size  of  the  fragments  results  in  an  increase  in 
"density",  that  is,  the  weight  of  a  cuhic  foot  of  scrap  fragments.  If 
the  pieces  are  smaller  more  of  them  can  be  placed  in  a  cubic  foot  unit 
because  they  fit  together  more  snugly  with  fewer  interstices. 


pellaiit's  attorneys  as  ''of  major  importance"  in  the  proc- 
ess (R.  436),  "to  a  large  extent  responsible  for  the  tremen- 
dous commercial  success"  of  the  process  (R.  396),  and  a 
step  which  distinguished  the  Proler  process  from  the  prior 
art  patents  (R.  379-401;  435-473).  Some  of  the  statements 
emphasizing  the  importance  of  the  roasting  step  are  set 
forth  in  FF  2.3  (A.  21a-24a ;  R.  611-615).  All  of  the  process 
claims  which  issued  in  the  original  Proler  patent  were 
limited  to  a  process  which  included  the  roasting  step.* 

Five  months  after  the  original  Proler  patent  issued, 
Proler  filed  an  application  to  reissue  the  patent  and  broaden 
it  by  the  addition  of  claims  9  and  10  which  were  not  lim- 
ited to  a  process  which  included  the  roasting  step. 

Claim  9  of  the  Proler  reissue  patent,  the  only  claim 
which  appellant  charges  is  infringed,  describes  a  process 
for  refining  raw  ferrous  material  comprising 

1)  "shredding  the  raw  material," 

2)  "separating  the  more  ferrous  bearing  shredded 
material  from  the  less  ferrous  bearing  shredded  material" 
and 

3)  "individually  compacting  and  balling  up  the  pieces 
of  the  more  ferrous  bearing  shredded  material  to  densify 
it  while  maintaining  the  individuality  of  the  separate  pieces, 
whereby  a  fluent  mass  is  obtained." 

The  step  1  describes  the  ordinary  function  of  a  con- 
ventional hammermill  in  fragmentizing  raw  ferrous  scrap ; 
the  step  2  describes  the  ordinary  function  of  a  conven- 
tional magnetic  separator  in  separating  the  ferrous  frag- 

*  Claims  1  through  8  of  the  Proler  reissue  patent. 


ments  from  the  nonferrous  material;  and  the  step  3  de- 
scribes the  ordinary  function  of  a  set  of  conventional  rolls 
for  compacting  bet^veen  them  those  fragments  that  are 
malleable  (R.  48-49). 

C.     The  Prior  Art 

The  prior  art  relied  on  by  appellees  in  support  of  their 
motion  for  summary  judgment  is  conceded  by  appellant 
and  raises  no  issue  of  fact. 

There  is  no  dispute  between  the  parties  that  hammer- 
mills,  magnetic  separators  and  rolling  mills  were  well 
known  to  scrap  processors  long  before  April  1957,  the  al- 
leged date  of  the  conception  of  the  process  of  the  Proler 
reissue  patent. 

The  steps  of  shredding  or  fragmentizing  raw  auto- 
mobile scrap  in  a  hammermill  and  then  magnetically  sep- 
arating the  ferrous  fragments  from  the  nonferrous  mate- 
rial are  steps  which  had  been  practiced  by  the  Los  Angeles 
By-Products  Company  of  Los  Angeles,  California,  during 
the  1930s  and  1940s  (R.  54;  appellant's  brief  p.  12).  To 
be  sure,  the  Los  Angeles  By-Products  Company  also  gen- 
erally compacted  the  fragmentized  scrap  in  bales,  but  only 
after  first  producing  a  clean,  fragmentized  ferrous  scrap. 

The  Los  Angeles  By-Products  process  is  described 
in  the  Gregg  patent  No.  2,059,229  (A.  7a;  R.  339)  for 
"Method  of  Preparing  Discarded  Automobile  Fenders 
and  Similar  Material  for  Melting  Purposes"  issued  Novem- 
ber 3,  1936,  and  assigned  to  the  Los  Angeles  By-Products 
Company. 


The   Gregg  patent  discloses   a  method  for  preparing  ■ 
"a  clean  high-grade  scrap  iron"  (A.  7a,  page  1,  column  1, 
lines  35-36;  R.339)  from  "old  discarded  automobile  bodies" 

(page  1,  column  2,  line  6),  among  other  scrap  metal,  for 
use  in  the  manufacture  of  steel.  The  process  described 
in  the  Gregg  patent  includes,  inter  alia,  the  steps  of  a) 
shredding  or  fragmentizing  automobile  scrap  in  a  hammer- 
mill,  b)  magnetically  separating  the  ferrous  fragments 
from  the  nonferroiis  material,  and  c)  either  discharg- 
ing the  ferrous  fragments  "into  a  suitable  storage  bin" 

(page  2,  column  2,  lines  1  and  2)  or  delivering  them  to  a 
hopper  and  compacting  them  in  a  baling  press. 

Scrap  processors  were  also  familiar  with  the  use  of  rolls 
for  compacting  ferrous  scrap.  Sam  Proler,  the  patentee 
and  president  of  appellant,  testified  that  he  was  familiar 
%\ith  rolls  and  their  function  prior  to  making  the  inven- 
tion, and  he  described  how  his  company  had  used  rolls 
commercially  prior  to  1956  for  compacting  scrap  cans  prior 
to  shredding  in  a  hammermill  and  then  magnetically  sep- 
arating the  ferrous  from  the  nonferrous  material  (Proler 
dep.  pp.  173-175;  R.  542;  appellant's  brief  pp.  21-22). 

D.     The  Accused  Process 

There  is  no  material  issue  of  fact  raised  by  appellant  in 
regard  to  the  accused  process. 

The  commercial  operation  of  appellees'  plant  in  Vernon, 
California,  began  in  September  1963.  At  first  the  process 
included  the  steps  of  shredding  or  fragmentizing  raw  fer- 
rous scrap  in  a  hammermill,  magnetically  separating  the 
ferrous  fragments  from  the  nonferrous  material,  and  then 


separating  the  larger  pieces  from  the  smaller  pieces  to 
produce  a  higher  density  product  and  a  lower  density 
product.  After  a  few  weeks  appellees  eliminated  the 
step  of  separating  the  larger  and  smaller  fragments  and 
produced  a  single  fragmentized  scrap  product  (R.  266- 
267). 

Appellees'  process  did  not  and  never  has  included  a 
roasting  step. 

Appellant  has  not  charged  that  the  process  practiced 
by  the  appellee  prior  to  May  1965  infringes  the  Proler  re- 
issue patent  (R.  56).  Appellant  claims  that  the  appellees' 
process  as  practiced  from  May  1965  infringes  the  process 
of  claim  9  of  the  Proler  reissue  patent. 

The  chart  (A.  3a;  R.  340)  illustrates  schematically 
and  compares  the  Proler  process  as  set  forth  in  claim  9, 
appellees'  process  prior  to  April  1965  and  appellees'  ac- 
cused process  from  May  1965. 

During  the  period  prior  to  May  1965  appellees  were  in 
regular  commercial  production  and  sold  their  fragmentized 
scrap,  Lui-met,  but  they  were  also  constantly  experimenting 
with  modifications  in  apparatus  and  procedures  with  the 
object  of  minimizing  costs.  One  cost  problem  in  all  ham- 
mermill  operations,  whatever  their  use  may  be,  is  the 
tremendous  wear  within  the  hammermill  on  the  shredding 
hammers,  the  grates  and  the  breaker  plates,  as  well  as 
other  parts.  In  fragmentizing  or  shredding  scrap  iron 
these  wear  problems  are  particularly  serious  (A.  8a; 
R.  343). 
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During  the  operation  prior  to  May  1965  one  area  of 
experimentation  by  appellees  was  with  grate  openings  of  I 
different  sizes.     The  grate  is  essentially  a  massive  screenn 
at   the   bottom  of  the   hammermill   through  which   scrap 
fragments    are    discharged    after    fragmentization.      The 
grate,  for  example,  is  identified  in  the  drawings   of  thei 
Proler  reissue  patent  by  the  reference  numeral  12  (A.  5a; 
B.  335).    Appellees'  experiments  confirmed  that  the  density 
of  Lurmet  could  be  controlled  by  the  size  of  the  grate  open- 
ings— the  density  increasing  with  grates  having  smaller r 
openings  and  decreasing  with  grates  having  larger  open-  ■ 
ings.     Appellees  also  found,  as  would  be  expected,   that  I 
overall  wear  in  the  hammermill  increased  with  the  smaller  r 
grate   openings  and   decreased  with  the  larger   openings  * 
(A.  9a;  R.  343). 

In  April  1965  appellees  installed  in  their  hammermill  i 
a  grate  having  comparatively  larger  openings  and  simul- 
taneously began  separating  the  larger  fragments  from  i 
the  product  and  recycling  these  through  the  same  ham- 
mermill for  further  fragmentizing  and  subdivision.  As 
a  result  of  this  change  appellees  confirmed  that  they  were 
able  to  improve  the  efficiency  of  the  hammermill  in  the 
production  of  Lurmet  while  maintaining  the  density  of 
the  product  in  the  desired  range.  The  tendency  to  over- 
reduce  the  size  of  some  of  the  fragments  in  the  hammermill 
when  equipped  with  smaller  grate  openings  was  eliminated 
and  wear,  breakage  and  down  time  were  minimized  (A. 
9a;  R.  343). 

Appellant's  position  on  infringement  must  be  that  the 
operation  of  the  hammermill  on  the  recycled  pieces  is  the 
same  as  or  the  equivalent  of  the  function  of  the  rolls  iu 


the  Proler  process,  namely,  the  function  of  "individually 
compacting  and  balling  up  the  pieces  of  the  more  ferrous 
bearing  shredded  material  to  densify  it  while  maintaining 
the  individuality  of  the  separate  pieces." 

Appellees  do  not  deny  that  there  may  be  some  compact- 
ing of  the  malleable  pieces  of  scrap  in  the  hammermili 
during  both  the  tirst  pass  and  on  recycling.  The  action  of 
hammers  on  the  malleable  material  being  shredded  may 
produce  some  crumpling  and  compacting  etfect.  Appel- 
lees, however,  have  shown  by  uncontroverted  tests  that 
their  hammermili,  as  would  be  expected,  further  frag- 
mentizes and  subdivides  the  pieces  of  ferrous  scrap  re- 
cycled therein,  thereby  destroying  the  individuality  of  the 
separate  pieces  (A.  10a;  R.  345;  Burlingame  dep.  of  June 
1,  1966,  pp.  12,  13  and  37).  This  operation  is  in  contrast 
to  the  function  of  the  rolls  in  the  Proler  reissue  patent 
which  compact  the  pieces  of  ferrous  material  to  increase 
its  density  "while  maintaining  the  individuality  of  the 
separate  pieces." 


II.     NO  CONTROLLING  ISSUE  OF  FACT 

The   Court  below  granted   summary  judgment  to  ap- 
pellees on  each  of  the  following  grounds : 

1.  Claim  9  of  the  Proler  reissue  patent  is  invalid 
because  it  recites  nothing  more  than  the  known  func- 
tions of  old  apparatus; 

2.  Appellees'  accused  process  does  not  infringe 
claim  9  of  the  Proler  reissue  patent ; 
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3.  Claim  9  of  the  Proler  reissue  patent  is  invalid 
because  the  invention  claimed  therein  is  not  the  inven- 
tion disclosed  in  the  original  patent; 

4.  Claim  9  of  the  Proler  reissue  patent  is  invalid  I 
because  the  defect  of  the  original  Proler  patent  did! 
not  arise  through  error ;  and 

5.  Claim  9  of  the  Proler  reissue  patent  is  invalid! 
because  the  record,  including  the  oath,  fails  to  show 
any  error. 

The  questions  on  appeal  arc  1)  whether  appellant  hasH 
shown  that  the  Court  below  resolved  any  issue  of  material  1 
fact  or  failed  to  consider  any  material  fact  in  granting  the  ■ 
summary  judgment,  and  2)  whether  summary  judgment  wass 
properly  granted  on  the  basis  of  the  midisputed  facts. 

Appellant  has  not  raised  any  controlling  issue  of  fact' 
either  in  opposition  to  the  motion  for  summary  judgment! 
or  in  the  brief  on  appeal.  The  controlling  facts  are  either 
conceded  by  appellant  or  are  irrefutable  on  the  basis  of' 
the  record. 

The  material  facts  on  which  appellees  have  relied  were 
submitted  with  their  motion  for  summary  judgment  as  re- 
quired by  Rule  3(g)  1.  (A.  37a)  of  the  Rules  of  the  United  I 
States  District  Court  for  the  Central  District  of  California  i 
(1967).  The  material  facts  were  all  supported  by  deposi- 
tions of  the  parties,  particularly  of  Sam  Proler,  the  pat- 
entee, and  appellant's  answers  to  interrogatories,  sup- 
plemented by  the  Derlacki  and  Hassialis  affidavits  (A.  8a, 
10a;R.  342,  345). 

Appellant  responded  both  in  the  Court  below  and  in 
its  brief  on  appeal  by  mere  allegations  that  genuine  issues 
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exist  without  detailing  any  specific  fact  issue  that  would 
be  controlling  on  the  motion  for  summary  judgment,  by  ob- 
jections to  the  form  or  materiality  of  the  undisputed  facts, 
and  by  setting  forth  issues  which  are  either  irrelevant  to 
the  grounds  on  which  summary  judgment  was  granted  or 
are  framed  in  such  broad  and  general  terms  that  they  fail 
to  bring  into  issue  any  of  the  specific  material  facts  relied 
on  by  appellees  and  adopted  by  the  Court  below. 

Appellant  has  not  set  forth  by  affidavit  or  otherwise  any 
specific  fact  showing  that  there  is  a  genuine  issue  for  trial 
as  required  by  Rule  56(e)  FRCP  (A.  36a).  Moreover, 
appellant  has  not  sho\m  the  existence  of  any  controlling 
fact  which  if  resolved  favorably  to  it  would  have  barred 
summary  judgment  for  appellees. 

Rule  3(g) 3.  of  the  local  rules  of  the  Court  below  states: 

"3.  In  detennining  any  motion  for  summary  judg- 
ment, the  Court  may  assume  that  the  facts  as  claimed 
by  the  moving  party  are  admitted  to  exist  without 
controversy  except  as  and  to  the  extent  that  such 
facts  are  controverted  by  affidavit  filed  in  opposition 
to  the  motion"  (A.  37a). 

Appellant  has  not  controverted  the  material  facts  relied  on 
by  appellees  by  affidavit.  These  facts,  therefore,  may  be 
deemed  admitted  by  appellant. 

A  careful  analysis  of  appellant's  position  shows  that 
the  real  controversy  between  the  parties  is  not  with  regard 
to  the  material  facts  relied  on  by  the  Court  in  granting 
summary  judgment  but  to  the  legal  conclusions  made  by 
the  Court  on  the  basis  of  the  undisputed  facts. 
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The  Court's  FF  1.1,  1.2,  1.3,  1.4,  2.1,  2.3,  2.4,  2.6,  3.1,, 
3.2,  4.1,  4.2,  4.5  and  4.6  are  not  disputed. 

Althoiigh  disputed,  FF  3.3  and  3.5  are  admitted  in  ap- 
pellant's brief  (page  12  and  pages  21,  22  and  29,  respec- 
tively). 

FF  3.6  is  not  disputed,  but  it  is  alleged  that  Proler  was 
testifying  about  tamping,  not  the  function  of  rolls.  The 
objection  ignores  the  fact  that  Proler  was  equating  tamp- 
ing and  the  function  of  rolls,  and  that  these  functions  are 
equated  in  appellant's  brief  (page  53). 

Appellant  disputes  FF  4.3  on  the  basis  that  all  Lurmet 
produced  by  appellees  before  and  after  May  1965  was  not  of 
the  same  density.  The  finding  does  not  state  that  the 
densities  were  at  all  times  identical  but  only  that  they 
were  in  the  same  range.  The  finding  is  accurate,  consistent 
Avith  the  record  and  supported  by  the  Derlacki  aflfidavit 
(A.  8a;  E.  343). 

Appellant  objects  to  FF  4.4  on  the  groimd  that  it  mis- 
states the  charge  of  infringement.  As  a  matter  of  law, 
35  U.S.C.  §112  (A.  34a)  requires  that  the  compacting 
step  of  claim  9  be  interpreted  to  cover  the  function  of  roUs 
or  their  equivalent.  As  a  matter  of  law,  unless  the  func- 
tion of  appellees'  hammermill  on  recycled  scrap  is  the 
same  as  or  the  equivalent  of  the  function  of  the  compact- 
ing rolls  in  appellant's  patented  process,  appellees'  proc- 
ess cannot  be  held  to  infringe  claim  9. 

Appellant  disputes  FF  4.7  because  it  states  that  the 
function  of  appellees'  hammermill  is  to  shred  and  sub- 
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divide  the  pieces  of  scrap,  thereby  destroying  the  individ- 
uality of  the  pieces.  The  statement  is  supported  by  the 
uncontroverted  Hassialis  affidavit  (A  10a;  R.  345;  see  also 
Burlingame  dep.  of  June  1,  1966,  p.  37),  Moreover,  the 
function  of  the  hammermill  in  the  Proler  reissue  patent  is 
to  shred  and  subdi\ade  the  pieces  of  scrap,  so  that  it  is  not 
surprising  that  appellees'  hammermill  functions  in  the 
same  manner. 

The  correctness  of  the  remaining  findings  which  are 
disputed,  i.e.,  FF  2.2,  2.5,  2.7,  3.4,  3.7  and  4.8,  can  be  verified 
by  reference  to  the  Proler  reissue  patent  (A,  5a;  R.  335), 
the  history  of  its  prosecution  (R.  360-517),  and  the  dis- 
closure of  the  Gregg  patent  (A.  7a;  R.  339). 

Appellees  do  not  endorse  as  accurate  all  of  the  conten- 
tions set  forth  in  appellant's  brief.  Appellant  in  its  brief 
makes  many  self-serving  contentions  which  the  Court  below 
recognized  are  not  controlling  on  the  propriety  of  the  sima- 
mary  judgment  even  if  resolved  favorably  to  appellant. 

The  Court  below  correctly  concluded  that  the  posture 
of  this  case  at  the  time  of  adjudication  showed  that  there 
was  no  need  to  take  testimony  upon  the  questions  of  valid- 
ity and  infringement.  The  controlling  facts  were  of  rec- 
ord and  were  not  at  issue.  Appellant  had  not  raised  any 
speciiic  fact  controlling  on  summary  judgment  and  with 
respect  to  which  there  was  an  issue.  The  papers  submitted 
to  the  Court  below  established  that  on  the  issues  of  validity 
and  infringement  the  problem  is  essentially  one  of  apply- 
ing legal  standards  to  the  uncontroverted  controlling  facts 
before  it. 
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This  case  comes  squarely  within  the  prerequisite  for 
summary  judgmeut  set  forth  in  Rule  56(c)  FRCP: 

"The  judgment  sought  shall  be  rendered  forthwith 
if  the  pleadings,  depositions,  answers  to  interroga- 
tories, and  admissions  on  file,  together  -svith  the  affida- 
vits, if  any,  show  that  there  is  no  genuine  issue  as  to 
any  material  fact  and  that  the  moving  party  is  en- 
titled to  judgment  as  a  matter  of  law"  (A.  36a). 

III.     SUMMARY  OF  THE  ARGUMENT 

Appellant  has  not  challenged  any  controlling  fact  on 
which  appellees  have  relied  in  support  of  their  motion  for 
summary  judgment.  Appellant's  challenge  to  the  summary 
judgment  is  to  the  legal  conclusions  which  the  Court  has 
reached  on  the  basis  of  these  facts. 


A.     Aggregation 

The  parties  are  in  agreement  that  1)  the  first  two  steps 
of  the  claim  9  process,  namely,  fragmentizing  raw  ferrous 
scrap  in  a  hammermill  and  then  magnetically  separating 
the  ferrous  pieces  from  the  nonferrous  material  are  old 
(R.  38,  39,  385) ;  2)  that  compacting  rolls  are  old  and  that 
ferrous  scrap  cans  have  been  compacted  between  rolls 
prior  to  the  steps  of  shredding  the  cans  in  a  hammermill 
and  then  magnetically  separating  the  ferrous  from  the 
nonferrous  material  (Proler  dep.  pp.  173-175;  R.  542;  ap- 
pellant's brief,  pp.  21-22) ;  and  3)  that  the  third  step  of  the 
Proler  process  can  be  carried  out  using  rolls  that  were 
conventional  prior  to  the  alleged  invention  (R.49).  The 
dispute  between  the  parties  is  whether  on  the  basis   of 
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these  facts  the  Court  properly  concluded  that  claim  9  is 
invalid. 

Although  admitting  that  the  first  two  steps  of  the  claim 
9  process  are  old,  appellant  argues  that  appellees  have 
not  shown  that  the  third  step  is  old.  Surely  appellant 
cannot  assert  that  Sam  Proler  was  the  first  ever  to  compact 
a  piece  of  malleable  ferrous  scrap.  Appellant  must  argue 
that  the  third  step  of  the  process  is  novel  because  it  has 
never  been  practiced  seriatim  following  the  two  admittedly 
old  steps. 

The  process  of  claim  9  is  invalid  as  an  obvious  aggrega- 
tion of  steps  old  in  the  art,  irrespective  of  whether  or  not 
the  compacting  step  has  ever  before  been  practiced  seria- 
tim with  the  first  two  steps  by  the  same  person  in  the  same 
process.  The  doctrine  of  aggregation  applies  to  a  new 
combination  of  old  steps  when  the  steps  fail  to  cooperate 
to  produce  anything  more  than  an  obvious  or  expected 
result. 

The  compacting  step  of  claim  9  is  nothing  more  than 
the  usual  function  of  conventional  rolls.  Since  rolls  and 
their  compacting  function  on  malleable  material  are  well 
known  and  a  matter  of  common  knowledge,  not  only  to 
scrap  processors  but  to  laymen  as  well,  it  is  clear  that  to 
combine  the  ordinary  compacting  function  of  rolls  with 
two  admittedly  old  steps  is  obvious  under  35  TJ.S.C.  '^.lOS 
(A.  34a)  and  fails  as  a  matter  of  law  to  meet  the  ** severe 
test"  of  Great  Atlantic  &  Pacific  Tea  Company  v.  Super- 
market Equipment  Corp.,  340  U.  S.  147  (1950)  (herein- 
after referred  to  as  the  A  S  P  case)  and  the  many  other 
cases  pertaining  to  the  law  on  aggregation. 
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B.     Noninfringement 

On  the  issue  of  noninfringement  appellant  is  riding 
on  the  horns  of  a  dilemma.  After  conceding  that  the 
processing  of  ferrous  scrap  in  a  hammermill  is  old,  appel- 
lant, to  establish  infringement  under  35  U.S.C.  §112  (A. 
34a),  must  rely  on  this  step  as  the  equivalent  of  the 
compacting  step  performed  by  the  conventional  rolls  dis- 
closed in  the  Proler  reissue  patent. 

Appellees  do  not  use  rolls  to  compact  the  malleable 
pieces  of  fragmentized  scrap  as  in  the  Proler  process,  but 
appellant  charges  that  the  recycling  of  only  the  larger 
pieces  of  fragmentized  scrap  through  the  same  hammermill 
performs  the  compacting  function  of  conventional  rolls. 
Appellant's  argument  conveniently  emphasizes  the  frag- 
mentizing function  of  the  hammermill  and  ignores  the 
compacting  function  on  scrap  which  passes  but  once 
through  the  hammermill,  and  emphasizes  the  compacting 
function  and  ignores  the  fragmentizing  function  on  the 
recycled  scrap  which  passes  simultaneously  through  the 
same  hammermill. 

If  a  crumpling  and  mashing  function  of  the  hammer- 
mill accompanies  the  fragmentizing  operation  and  if  it 
is  the  same  as  or  equivalent  to  the  third  step  of  claim  9, 
which  purports  to  be  the  function  of  ordinary  rolls,  then 
surely  it  follows  that  this  step  is  old  because  appellant 
has  conceded  that  it  is  old  to  process  ferrous  scrap  in  a 
hammermill.  If  the  step  is  old,  then  claim  9  must  be  held 
both  invalid  and  not  infringed  by  appellees'  process. 

But  the  third  step  of  claim  9  specifies  that  the  compact- 
ing action  is  carried  out  "while  maintaining  the  individ- 
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ualitv  of  the  separate  pieces"  of  ferrous  scrap,  language 
which  is  descriptive  of  the  compacting  function  of  rolls 
but  not  of  the  fragmentizing  or  subdividing  function  of  a 
hammermill.  Moreover,  it  is  evident  on  the  face  of  the 
Proler  reissue  patent  and  from  the  testimony  of  Sam 
Proler,  the  patentee,  that  the  fimctions  of  hammermills 
and  rolls  are  clearly  not  equivalent.  On  these  facts  the 
Court  below  concluded  as  a  matter  of  law  that  appellees' 
process  did  not  infringe  claim  9  of  the  Proler  reissue 
patent. 

C.     Defective  Reissue 

Appellees  rely  on  the  histories  of  the  prosecution  of 
the  abandoned  Proler  application,  the  original  Proler 
patent  and  the  Proler  reissue  patent  as  support  for  their 
position  that  the  roasting  step  was  described  and  em- 
phasized as  an  essential  step  of  the  process  prior  to  the 
application  for  the  Proler  reissue  patent. 

The  Court  below  was  certainly  far  more  competent  than 
a  jury*  to  examine  the  record  of  these  Patent  Office  proceed- 
ings and  determine  whether,  within  the  meaning  of  the 
reissue  statute  35  U.S.C.  §251  (A.  34a),  claim  9  is  for  the 
same  invention  disclosed  in  the  original  Proler  patent  as 
that  provision  has  been  interpreted  in  the  case  of  U.S. 
Chemicals  Co.  v.  Carbide,  315  U.S.  668  (1942)  (hereinafter 
referred  to  as  the  U.S.  Chemicals  case).**  The  Court  prop- 
erly concluded  that  in  omitting  the  essential  roasting  step 
claim  9  is  not  directed  to  the  invention  disclosed  in  and 
intended  to  be  covered  in  the  original  Proler  patent. 


*  Appellant  had  demanded  a  jury  trial. 

**  "*  *  *  it  is  the  duty  of  a  court  to  determine  for  itself,  by  exami- 
nation of  the  original  and  the  reissue,  whetiier  they  are  for  the  same 
invention."     U.  S.  Chemicals  case,  p.  678. 
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Similarly,  the  Court  was  competent  to  determine  wheth- 
er on  the  basis  of  the  record  there  was  "error"  within  the 
meaning  of  the  reissue  statute,  and  to  pass  on  the  legal 
effect  of  the  reissue  oath.  The  Court  below  properly  deter- 
mined that  there  was  no  error  and  that  the  reissue  oath 
was  defective  on  the  basis  of  that  record. 

IV.     ARGUMENT 

A.  Claim  9  of  the  Proler  Reissue  Patent  Is 
Invalid  for  Claiming  a  Mere  Aggrega- 
tion of  Steps  Old  in  the  Art 

1.     Claim  9  Is  a  Classic  Example  of  Aggregation 

Claim  9  of  the  Proler  reissue  patent  merely  strings 
together  an  aggregation  of  old  steps,  namely,  the  shredding 
function  of  a  conventional  hammermill  ,the  separating  func- 
tion of  a  conventional  magnetic  separator,  and  the  compact- 
ing function  of  conventional  rolls. 

This  is  not  in  dispute.  Appellant  concedes  it,  as  shown 
by  appellant's  responses  to  appellees'  interrogatories  10  B, 
D  and  E  (R.  48,  49)  which  are  as  follows : 

*'B.  Could  the  process  of  the  patent  in  suit  be  prac- 
ticed using  as  the  hammermill  11  one  that  was  conven- 
tional at  the  time  of  the  alleged  invention  by  the 
patentee? 

Response 
Yes. 

"D.  Could  the  process  of  the  patent  in  suit  be  prac- 
ticed using  as  the  magnetic  separator  16  one  that  was 
conventional  at  the  time  of  the  alleged  invention  by 
the  patentee? 

Response 
Yes. 
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"E.  Could  the  process  of  the  patent  in  suit  be 
practiced  using  as  the  rolling  mill  19  one  that  was 
conventional  at  the  time  of  the  alleged  invention  by 
the  patentee! 

Response 
Yes." 

The  ordinary  functions  of  hammermills,  magnetic  sepa- 
rators and  rolls  on  ferrous  scrap  have  long  been  known 
and  used  in  the  processing  of  ferrous  scrap  before  April 
1957,  the  alleged  date  of  conception  of  the  process  of  the 
Proler  reissue  patent. 

The  steps  of  shredding  or  fragmentizing  raw  automo- 
bile scrap  in  a  hammermill  and  then  magnetically  separat- 
ing the  ferrous  fragments  from  the  nonferrous  material 
are  steps  which  have  been  practiced  by  the  Los  Angeles 
By-Products  Company  during  the  19.30s  and  '40s  (R.  54; 
appellant's  brief  p.  12).  The  Los  Angeles  By-Products 
Company  produced  a  clean,  fluent,  fragmentized  scrap  be- 
fore subjecting  it  to  a  baling  operation. 

The  steps  of  fragmentizing  scrap  in  a  hammermill  and 
then  magnetically  separating  the  ferrous  pieces  from  the 
nonferrous  material  are  also  described  in  the  prior  art 
Gregg  patent  (A.  7a;  R.  .3.39).  The  clean,  fluent,  frag- 
mentized scrap  was  described  as  either  stored  in  a  bin  or 
compacted  by  a  baling  operation. 

The  third  step  of  the  Proler  process,  namely,  the  com- 
pacting of  the  individual  pieces,  is  also  old.  Appellant's 
position  is  that  this  step  can  be  carried  out  not  only  by 
a  set  of  conventional  compacting  rolls  but  also  by  tamping 
(appellant's  brief  p.  53).     It  is  a  matter  of  record  that 
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scrap  processors,  including  appellant,  were  familiar  with 
the  use  of  rolls  in  compacting  malleable  ferrous  scrap 
prior  to  the  Proler  process.  Sam  Proler,  the  patentee  and 
president  of  appellant,  had  no  hesitation  in  admitting  that 
he  was  familiar  with  rolls  and  their  function  prior  to  mak- 
ing his  invention,  and  in  his  deposition  described  the  rolls  i 
used  commercially  by  appellant  prior  to  1956  for  compact- 
ing scrap  cans  by  flattening  prior  to  shredding  in  a  ham- 
mermill  and  then  magnetically  separating  the  ferrous  from 
the  nonferrous  fragments  (Proler  deposition  pages  ITS- 
ITS;  R.  542;  appellant's  brief  pp.  21-22). 

The  compacting  and  balling  up  function  of  the  rolls  19, 
as  recited  in  the  third  step  of  claim  9  of  the  Proler  reissue 
patent,  is  the  ordinary  flattening  and  compressing  function 
of  conventional  rolls.  Proler  so  testified  at  page  191  of  his 
deposition : 

* '  Q.  So  flattening,  in  your  mind,  is  the  same  as  ball- 
ing up;  is  that  right!  A.  If  it  increases  the  density 
by  decreasing  the  size  of  the  piece. 

Balling  up  may  not  be  making  it  perfectly  flat,  but 
making  it  smaller  in  size,  the  piece  itself,  than  it  was, 
before  you  did  anything  to  it." 

The  first  two  steps  of  fragmentizing  in  a  hammermill 
and  then  magnetically  separating  the  ferrous  pieces  from 
the  nonferrous  material  are  admittedly  old  (R.  38,  39,  385). 
The  third  step  of  passing  the  ferrous  pieces  through  con- 
ventional compacting  rolls  produces  no  new,  unusual  or 
surprising  result.  The  result  is  compaction,  the  age-old 
function  of  rolls. 

It  has  long  been  recognized  that  the  mere  combinatioii 
of  old  elements  or  steps  which  perform  or  produce  in  the 
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combination  no  new  or  different  function  or  operation  than 
that  heretofore  performed  or  produced  by  them  individ- 
ually is  a  mere  aggregation  of  old  elements  and  not  a 
patentable  invention.  Claims  reciting  a  mere  aggregation 
of  old  steps  or  elements  are  invalid  as  a  matter  of  law.* 

The  improbability  of  finding  invention  in  a  combina- 
tion of  old  elements  is  stated  in  the  ASP  case  at  152-153 : 

"Courts  should  scrutinize  combination  patent 
claims  with  a  care  proportioned  to  the  difficulty  and 
improbability  of  finding  invention  in  an  assembly  of 
old  elements.  Tlie  function  of  a  patent  is  to  add  to 
the  sum  of  useful  knowledge.  Patents  cannot  be  sus- 
tained when,  on  the  contrary,  their  effect  is  to  sub- 
tract from  former  resources  freely  available  to  skilled 
artisans.  A  patent  for  a  combination  which  only  unites 
old  elements  with  no  change  in  their  respective  func- 
tions, such  as  is  presented  here,  obviously  withdraws 
what  already  is  known  into  the  field  of  its  monopoly 
and  diminishes  the  resources  available  to  skillful  men. 
This  patentee  has  added  nothing  to  the  total  stock  of 
knowledge,  but  has  merely  brought  together  segments 
of  prior  art  and  claims  them  in  congregation  as  a 
monopoly. ' ' 

For  a  combination  of  old  steps  or  elements  to  be  held 
patentable  the  combination  must  produce  in  some  way  or 
manner  a  surprising  or  unusual  result  which  would  not 

*  In  the  A  &  P  case  Mr.  Justice  Douglas  stated  in  his  concurring 
opinion  at  page  1 55  : 

"The  standard  of  patentabiHty  is  a  constitutional  standard; 
and  the  question  of  validity  of  a  patent  is  a  question  of  law." 

See  also  Bergman  v.  Aluminum  Lock  Shingle  Corp.  of  America,  251 
F.2d  801.  80.3  (9th  Cir.  1957.  rehearing  denied  1958);  Bentley  v. 
Sunset  House  Dist.  Corp.,  359  F.2d  140,  144  (9th  Cir.  1966). 
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have  been  expected  by  a  person  having  ordinary  skill  in 
the  art,  and  these  elements  or  steps  must  perform  an 
additional  and  different  function  in  the  combination  than 
they  performed  out  of  it.  Lincoln  Engineering  Company 
of  Illinois  V.  Stewart-Warner  Corp.,  303  U.  S'.  545,  549; 
Toledo  Pressed  Steel  Co.  v.  Standard  Parts,  Inc.,  307  U.  S. 
350;  Cuno  Engineering  Corp.  v.  Automatic  Devices  Corp., 
314  U.  S.  84;  ^  eg  P  case,  pages  151-152. 

Stated  another  way,  <'*  *  *  only  when  the  whole  in 
some  way  exceeds  the  sum  of  its  parts  is  the  accumula- 
tion of  old  devices  patentable."    A  d  P  case,  page  152. 

This  test,  labeled  "severe"  by  the  Supreme  Court  in 
the  A  (£•  P  case  (page  152),  has  been  consistently  applied 
in  this  circuit.  Bentley  v.  Sunset  House  Dist.  Corp.,  359 
F.2d  140,  144  (9th  Cir.  1966).  The  ''severe  test"  has  been 
characterized  as  more  exacting  than  the  condition  of  35 
U.S.C.  §103  that  patentable  subject  matter  must  be  unob- 
vious  at  the  time  the  invention  was  made  to  a  person  of 
ordinary  skill  in  the  art.  Santa.  Anita  Manufacturing  Corp. 
V.  Liigash,  369  F.2d  964,  967  (9th  Cir.  1966). 

Applying  the  principle  of  the  ASP  case  to  the  facts 
herein,  it  is  clear  that  the  process  of  claim  9  of  the  Proler 
reissue  patent  fails  to  meet  the  test  of  invention.  None  of 
the  three  old  functions  of  conventional  equipment  performs 
any  new  or  different  function  in  the  combination  than  it 
performs  out  of  it. 

"Two  and  two  have  been  added  together  and  still 
they  make  only  four."    ASP  case,  page  152. 
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2.  The  Compacting  Step  Is  Old  and  Both 
the  Compacting  Step  and  the  Result 
Thereof  Are  Obvious 

Appellant  argues  that  the  third  step  of  claim  9  is  novel 
and  that  the  process  of  claim  9  produces  a  ''new,  useful, 
and  unexpected  result"  in  the  form  of  a  "revolutionary" 
product. 

The  Court  should  understand  that  appellees'  fragment- 
ized scrap  product  does  not  and  is  not  charged  to  infringe 
the  Proler  reissue  patent.  Claim  9,  the  only  claim  in  issue, 
is  a  process  claim. 

Appellees'  fragmentized  scrap,  Lurmet,  is  in  the  public 
domain.*  Sam  Proler  did  not  invent  fragmentized  fer- 
rous scrap.  Fragmentized  ferrous  scrap  was  produced  by 
the  Los  Angeles  By-Products  Company  in  the  1930s  and 
1940s  and  by  the  process  of  the  prior  art  Gregg  patent  be- 
fore it  was  subsequently  compacted  into  a  bale  or  stored 
in  a  bin.  Furthermore,  appellees'  fragmentized  scrap, 
Lurmet,  has  been  produced  by  the  appellees  from  Septem- 
ber 1963  until  May  1965  by  a  process  which  appellant  con- 
cedes did  not  infringe  the  Proler  reissue  patent. 

Appellant  argues  that  the  third  step  of  the  process  of 
claim  9  is  new  because  there  is  no  evidence  that  individual 
pieces  of  malleable  scrap  have  ever  been  compacted  prior 
prior  to  the  Proler  process. 

*  .\ppellant  can  argue  tliat  its  prorluct,  Proleri/.ed  scrap,  is  covered 
by  claim  2  of  tlie  Proler  reissue  patent.  Claim  2  covers  a  product 
made  by  the  process  of  claim  1,  that  is  to  say,  a  product  made  by  the 
steps  of  shredding,  magnetically  separating,  roasting  and  compacting. 
Appellees  are  not  charged  with  infringing  claim  2  because  they  do  not 
use  the  roasting  step. 
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Even  accepting,  arguendo,  appellant's  position  that  the 
compacting  step  as  set  forth  in  claim  9  had  not  been  pre- 
viously performed,  Proler's  contribution  to  known  proc- 
esses for  handling  scrap  was  nothing  more  than  to  pro- 
pose feeding  scrap  which  had  been  previously  fragment- 
ized and  magnetically  separated  from  nonferrous  material 
through  conventional  rolls  for  the  purpose  of  compacting 
the  more  malleable  pieces  to  increase  the  density.  That  the 
rolls  did  indeed  compact  the  malleable  pieces  of  scrap  and 
increase  the  bulk  density  is  an  obvious  result  and  hardly 
one  which  is  unexpected.* 

The  conclusion  that  the  compacting  function  of  rolls  is 
old  and  obvious  is  one  that  any  layman  would  necessarily 
reach  with  knowledge  that  the  step  could  be  carried  out 
by  rolls  which  were  conventional  and  used  by  scrap  proc- 
essors prior  to  the  Proler  process  for  compacting  ferrous 
scrap  cans.  The  compacting  step  is  not  one  upon  which 
appellant  can  rely  to  sustain  the  validity  of  claim  9  be- 
cause it  clearly  cannot  meet  the  statutory  test  of  unobvi- 
ousness. 35  U.S.C.  "^103  (A.  34a) ;  Graham  v.  John  Deere, 
383  U.  S.  1  (1966). 

Appellees  do  not  have  to  show  that  rolls  have  been  used 
to  compact  fragments  of  magnetically  separated  ferrous 
scrap  in  order  to  support  their  contention  that  claim  9  is 
invalid  as  an  aggregation  of  steps  old  in  the  art.  That  is 
to  say,  appellees  do  not  have  to  establish  a  complete  antic- 


*  A  housewife  who  has  used  a  wringer  for  squeezing  water  from 
washed  clothes  or  a  rolHng  pin  for  flattening  dough  would  expect 
malleable  ferrous  fragments  to  be  compacted  in  passing  between  rolls. 
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ipation  of  the  process  of  claim  9  pursuant  to  35  U.S.C. 
§102. 

On  the  contrary,  under  the  test  of  the  A  d  P  case  and 
pursuant  to  35  U.S.C.  §103  (A.  34a)  appellees  need  show 
only  that  the  compacting  of  malleable  material  was  old  or 
obvious  prior  to  the  Proler  process,  not  that  it  was  neces- 
sarily used  seriatim  with  the  first  two  steps.  In  most  of 
the  cases  where  courts  have  held  patents  invalid  on  the 
basis  of  aggregation  the  patentee  admittedly  has  been  the 
first  to  combine  all  of  the  old  elements  or  steps. 

In  Hunter  Douglas  Corp.  v.  Lando  Products,  215  F.2d 
372  (9th  Cir.  1954),  the  patent  in  suit  was  for  a  process 
of  trimming  the  edges  of  aluminum  strips  used  in  Vene- 
tian blinds  by  a  series  of  shaving  and  rolling  stejss.  Judge 
Lemmon,  quoting  from  Kivikset  Locks  v.  HiUgren,  210  F.2d 
483  (9th  Cir.  1954),  held  the  patent  in  suit  invalid  (p. 
375): 

"  'In  the  circumstances  where  a  patent  is  sought 
on  a  combination  of  devices  or  processes  known  to  the 
prior  art,  the  concept  of  invention  remains  elusive.  It 
has  been  said  that,  in  order  for  the  combination  to  be 
considered  a  patentable  invention  it  must  "perform 
some  new  or  different  function — one  that  has  unusual 
or  surprising  consequences."  *  *  *  There  is  no  inven- 
tion in  a  "mere  aggregation  of  a  number  of  old  parts 
or  elements",  nor  in  the  accumulation  of  old  devices 
which  do  not  in  some  way  exceed  "the  sum  of  its 
parts."  •  *  *  Moreover,  a  truly  inventive  combination 
must  create  what  had  not  before  existed  or  bring  to 
light  what  lay  hidden  from  vision  in  a  way  which  can  be 
distinguished  from  "simple  mechanical  skill."  A  mere 
advance  in  efficiency  and  utility  is  not  enough  to  con- 
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vert  a  non-inventive   aggregation  into   a  patentable 
combination'." 


' '  Tbe  rolling  operation  in  the  Hunter  invention  is  to 
thin  the  strip.  That  is  true  of  all  rolling  operations. 
The  shaver  is  designed  to  trim  the  edges.  Likewise, 
that  is  true  of  all  shavers.  Passing  the  strips  through 
a  number  of  rolls  was  known.  No  new  or  ditferent 
f miction  is  disclosed."    (Court's  emphasis) 

Appellees  submit  that  on  the  basis  of  facts  admitted 
by  appellant  the  step  of  compacting  malleable  fragments 
of  scrap  between  rolls  is  both  old  and  obvious  and  the  re- 
sult produced  thereby  is  precisely  what  anyone,  whether 
skilled  in  the  art  or  not,  would  expect. 

B.     Appellees'  Accused  Process  Does  Not  Infringe 
Claim  9  of  the  Proler  Reissue  Patent 

The  commercial  operation  of  appellees'  plant  which  be- 
gan in  September  1963  and  continued  until  April  1965  in- 
volved the  shredding  or  fragmentizing  of  raw  ferrous 
scrap  in  a  hammermill  followed  by  magnetic  separation  of 
the  ferrous  fragments  from  the  nonferrous  fragments  to 
produce  ferrous  scrap  fragments.  Appellant  concedes  that 
this  process  practiced  by  the  appellees  prior  to  May  1965 
did  not  infringe  the  Proler  patent  (R.  56). 

Appellant  contends  that  appellees'  process  using  the 
same  hammermill  to  further  fragmentize  recycled  larger 
pieces  as  practiced  subsequent  to  April  1965  infringed  the 
process  of  claim  9  of  the  Proler  reissue  patent. 
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The  alleged  infringemeut  of  process  claim  9  must  be 
resolved  on  the  basis  of  a  comparison  of  the  process  steps 
thereof  with  the  accused  process  and  not  on  the  basis  of  a 
comparison  of  the  products.  In  United  States  Ruhher  Co. 
V.  General  Tire  d  Rubber  Co.,  128  F.2d  104,  109  (6th  Cir. 
1942),  the  Court  stated: 

"Infringement  of  a  process  claim  is  not  established 
merely  by  showing  that  the  defendant  has  accompjished 
the  same  result,  if  he  has  followed  substantially  differ- 
ent procedure.  The  test  is  whether  he  has,  in  all  sub- 
stantial aspects,  followed  the  method  claimed." 

The  same  rule  was  stated  in  Allen  v.  Standard  Crankshaft 
d  Hydraulic  Company,  210  F.Supp.  844,  850  (W.D.  N.C. 
1962),  affirmed  323  F.2d  29  (4th  Cir.  1963),  as  follows: 

' '  Even  if  the  defendants '  process  produces  the  same 
result,  that  alone  does  not  constitute  infringement.  In 
order  to  infringe,  defendants'  process  must  operate 
in  the  same  mode  or  manner." 

Claim  9  defines  "a  process  of  refining  a  raw  ferrous 
bearing  scrap  material  *  *  *  whereby  a  fluent  mass  is  ob- 
tained" comprising  three  steps: 

step  1 — "shredding  the  raw  material"; 

step  2 — "separating  the  more  ferrous  bearing 
shredded  material";  and 

step  3 — "individually  compacting  and  balling  up 
the  pieces  of  the  more  ferrous  bearing  shredded  ma- 
terial to  densify  it  while  maintaining  the  individuality 
of  the  separate  pieces". 

Appellees  concede  that  they  practice  steps  1  and  2.  Ap- 
pellant concedes  that  steps  1  and  2  are  old  (R.  38,  39,  385). 
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As  to  step  3,  appellant  contends  that  in  appellees'  proc- 
ess the  hammermill  acts  on  the  recycled  fragments  in  the 
same  way  that  the  compacting  rolls  act  in  the  Proler  proc- 
ess, i.e.,  the  hammermill  acts  on  the  recycled  fragments 
by  "individually  compacting  and  balling  up  the  pieces  *  *  * 
while  maintaining  the  individuality  of  the  separate  pieces." 

Appellant's  contention  on  its  face  is  without  substance. 
Appellees  do  not  use  rolls  or  any  equivalent  thereof  and 
thus  do  not  employ  step  3  in  their  process. 

The  language  of  claim  9  stating  that  the  "compacting 
and  balling  up  of  the  pieces"  are  carried  out  "while  main- 
taining the  individuality  of  the  separate  pieces"  is  func- 
tional and  must  be  interpreted  in  accordance  with  the  stat- 
utory provision  of  35  U.S.C.  §112  (A.  34a).  The  third 
paragraph  of  Section  112  provides: 

"An  element  in  a  claim  for  a  combination  may  be 
expressed  as  a  means  or  a  step  for  performing  a  spec- 
ified function  without  the  recital  of  structure,  mate- 
rial, or  acts  in  support  thereof,  and  such  claim  shall 
be  construed  to  cover  the  corresponding  structure,  ma- 
terial, or  acts  described  in  the  specification  and  equiva- 
lents thereof." 

See  Stearns  v.  Tinker  £  Rasor,  252  F.2d  589,  597  (CA  9, 
1957). 

Since  rolls  are  the  only  means  described  in  the  Proler 
reissue  patent  for  carrying  out  the  step  of  compacting  and 
balling  up  while  maintaining  the  individuality  of  the  sepa- 
rate pieces,  the  third  step  of  claim  9  must  be  interpreted 
as  limited  to  the  function  of  rolls  or  their  equivalent. 
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The  Court  below  recognized  that  on  the  basis  of  the 
undisputed  facts  in  this  case  the  fragmentizing  operation 
of  appellees'  hammermill  could  not  be  found  to  be  the 
equivalent  of  the  third  step  of  claim  9  of  the  Proler  re- 
issue patent.  They  are  not  equivalent  because  (1)  the 
words  "compacting  and  balling  up  the  pieces  *  *  *  while 
maintaining  the  individuality  of  the  separate  pieces"  are 
not  descriptive  of  the  function  of  a  hammermill,  and  (2) 
the  nonequivalence  of  the  fmictions  of  rolls  and  hammer- 
mills  has  been  recognized  both  in  the  Proler  reissue  patent 
and  by  the  patentee,  Sam  Proler, 

In  the  operation  of  a  hammermill  the  ferrous  scrap  is 
fragmentized,  and  in  the  operation  of  rolls  the  ferrous 
scrap  is  compacted  while  maintaining  the  individuality  of 
the  separate  pieces.  Appellees  rely  on  the  undisputed  fact 
that  the  step  of  fragmentizing  scrap  in  a  hammermill  is 
old,  on  the  undisputed  fact  that  the  recycled  fragments 
are  further  fragmentized  in  appellees'  hammermill,  and 
on  the  irrefutable  fact  that  the  functions  of  hammermills 
and  rolls  are  not  equivalent.  Appellant's  argument  that 
the  hammermill  also  compacts,  albeit  ^A^ithout  maintain- 
ing the  individuality  of  the  separate  pieces,  is  immaterial 
to  appellees'  grounds  for  asserting  noninfringement. 

In  the  operation  of  a  hammermill  the  ferrous  scrap  is 
fragmentized  as  it  passes  between  a  breaker  plate  and  the 
rotating  hammers.  Some  of  the  scrap  fragments  imme- 
diately pass  through  the  openings  in  the  grate.  Other 
scrap  fragments  move  around  within  the  hammermill  as 
the  hanuners  rotate  and  are  further  fragmentized  during 
internal  recycling. 
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In  his  deposition  Sam  Proler  described  the  shredding 
or  fragmentizing  operation  of  a  hammermill  on  the  mate- 
rial cycled  once  and  on  the  material  internally  recycled 
therein.  Proler  testified  that  the  ferrous  scrap  cycled  once 
through  a  hammermill  is  shredded: 

' '  The  first  time  you  put  it  through,  you  put  in  a  whole 
car  or  a  stove  or  a  refrigerator  and  it  shreds  it  up 
into  small  pieces."  (Proler  dep.,  p.  25,  line  24,  p.  26, 
line  2) 

He  then  describes  the  further  shredding  of  the  internally 
recycled  scrap  as  follows: 

"Actually,  it  shreds  the  material  up.  There  are 
big  pieces  such  as  automobiles,  stoves,  refrigerators, 
ice  boxes,  and  the  hammers  rip  through  and  tear  and 
shred  the  big  pieces  up  and  throw  them  around,  and 
if  they  are  small  enough  to  go  through  the  grate,  they 
go  through  the  grate  opening  size,  and  if  they  are  big- 
ger, they  go  around,  and  it  shreds  them  and  it  tears 
them  up  again,  and  they  come  out  shredded  and  in 
smaller  pieces  and  fall  through  the  openings."  (p.  43, 
lines  5-13) 

In  contrast,  in  the  operation  of  rolls  the  ferrous  scrap 
is  compacted  while  maintaining  the  individuality  of  the 
separate  pieces.  Proler,  in  his  deposition  on  page  72,  lines 
3  through  10,  described  the  operation  as  follows: 

"  Q.  Is  there  any  subdividing  of  the  material  in  the 
operation  of  these  rolls?  A.  What  do  you  mean  sub- 
dividing? 

"Q.  I  think  you  call  it  shredding.  Is  it  broken  up 
into  smaller  pieces?  A.  No,  it  is  individually  com- 
pacted, squeezed  together,  balled  up  and  condensed  in- 
to smaller  pieces — the  pieces  that  go  in  are  the  pieces 
that  come  out."   (Emphasis  ours) 
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Xot  only  is  the  language  ''compacting  and  balling  up 
the  pieces  *  *  *  while  maintaining  the  individuality  of  the 
separate  pieces"  inappropriate  for  describing  the  function 
of  a  hammermill,  but  the  nonequivalence  of  the  functions 
of  the  two  pieces  of  equipment  is  recognized  both  in  the 
patent  and  by  Sam  Proler,  the  patentee. 

The  Proler  reissue  patent  clearly  differentiates  between 
the  fmictions  of  the  hammermill  and  the  rolls.  The  ham- 
mermill is  described  as  a  "reducing  means  11"  and  the 
operation  thereof  is  described  as  follows: 

"There  the  sheet  metal  is  largely  cut  and  shredded 
and  the  other  material  is  cut  and  shredded  and  broken 
until  the  material  is  small  enough  to  pass  through  the 
openings  in  the  grate  12."  (A.  5a,  column  2,  lines  11-15; 
R.  338) 

The  operation  of  the  rolls  19,  in  contrast,  is  described 
in  the  Proler  reissue  patent,  and  particularly  in  claim  9, 
as  that  of  individually  compacting  and  balling  up  the  pieces 
while  maintaining  the  individuality  of  the  separate  pieces. 
In  the  Proler  reissue  patent  the  express  functions  of  the 
hammermills  and  the  rolls  are  to  perform  different  and 
essential  steps  of  the  process.  It  is  completely  illogical  to 
suggest  that  the  different  functions  to  accomplish  different 
steps  of  the  process  are  equivalent. 

Sam  Proler  emphasized  the  different  functions  of  a 
hammeimill  and  rolls  in  the  proceedings  before  the  Patent 
Office  when  he  was  distinguishing  his  process  from  the 
earlier  process  used  by  the  Los  Angeles  By-Products  Com- 
pany and  described  in  the  Gregg  patent.     Proler  eharac- 
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terized  the  function  of  the  hammermill  as  "size  reduction" 
and  the  function  of  the  rolls  as  "rolling".    Proler  stated: 

"Applicant  will  admit  that  size  reduction  and  mag- 
netic separation  are  old  steps,  e.g.  as  shown  in  the 
cited  supplemental  German  reference,  or  in  the  Gregg 
patent  (supra),  but  there  is  no  suggestion  of  a  combi- 
nation of  such  steps  with  the  steps  of  roasting  the 
resultant  material  and  then  rolling  the  roasted  scrap." 
(R.  385) 

Although  admitting  that  the  process  of  fragmentizing 
ferrous  scrap  in  a  hammermill  and  then  magnetically  sep- 
arating the  ferrous  fragments  from  the  nonferrous  ma- 
terial as  practiced  from  1963  through  April  1965  does  not 
infringe  the  Proler  reissue  patent,  appellant  claims  that 
when  the  larger  pieces  of  ferrous  scrap  are  separated  out 
from  the  product  and  recycled  through  the  same  hammer- 
mill, the  function  of  the  hammermill  on  the  recycled  pieces 
then  becomes  the  equivalent  of  the  compacting  rolls. 

The  operation  of  the  hammermill  on  all  ferrous  material 
passing  through  it,  whether  raw  or  recycled  scrap,  is 
necessarily  the  same.  How  can  a  continuously  operating 
hammermill  perform  on  scrap  fragments  a  noninfringing 
and  an  infringing  operation  simultaneously?  There  is  only 
one  answer.  It  can't,  and  appellant's  contention  of  in- 
fringement must  fail.  There  is  just  no  way  for  a  hammer- 
mill with  forty  steel  hammers  each  weighing  190  lbs.  (a 
total  weight  of  7600  lbs.),  revolving  700  times  a  minute 
(i.e.,  traveling  at  150  m.p.h.)  in  a  steel  cage  to  be  selective 
in  its  treatment  of  unrecycled  material,  internally  recycled 
material  and  recycled  material  (Schroder  dep.  pp.  47,  53- 
70). 
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The  tests  performed  by  Prof.  Hassialis  (A.  10a ;  R.  345) 
establishing  that  the  recycled  material  is  shredded  and  sub- 
divided in  appellees '  hammermill  more  than  fivefold,  that  is 
to  say,  more  than  five  times  as  many  pieces  are  made  for 
each  piece  recycled,  are  not  challenged  by  appellant. 

Sam  Proler  does  not  even  dispute  the  fact  that  the 
recycled  material  is  further  fragmentized  in  the  hammer- 
mill.  "When  examined  with  regard  to  what  happens  with 
respect  to  the  recycled  fragments  as  compared  with  those 
fragments  which  he  said  "go  around"  within  the  hammer- 
mill,  that  is,  internally  recycled,  he  testified  as  follows : 

"Q.  I  thought  you  had  originally  testified  that  some 
of  the  material  originally  put  in  and  shredded  con- 
tinued around  several  cycles,  around  the  rotor  before  it 
came  out.  A.  That  is  what  I  say,  it  shreds  and  comes 
out  in  small  pieces. 

"Q.  Even  though  a  smaller  piece?  A.  Even  though 
a  smaller  piece,  it  is  shredded,  comes  out  in  small 
various-sized  pieces,  smaller  than  the  openings  of  the 
grate. 

"Q.  Why  isn't  the  recycle  material  shredded  too 
as  it  goes  back  in  for  recycling?  A.  It  is,  and  that  is 
the  reason  we  are  here. 

"Q.  Right.  But  I  don't  see  how  you  distinguish 
between  the  two.  A.  Well,  they  recycle  the  material 
that  is  larger  and  heavier,  although  it  came  through 
the  grate  openings,  to  recycle  back  through  the  mill 
to  reduce  the  size  and  increase  the  weight."  (p.  203, 
line  13  through  p.  204,  line  7) 

On  the  basis  of  the  functional  language  of  the  third  step 
of  claim  9  and  the  uncontroverted  facts  and  admissions 
made  by  appellant,  it  is  clear  that  the  appellees'  accused 
process  does  not  include  the  function  performed  on  the 
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pieces  of  fei-rous  scrap  by  the  rolls  in  the  Proler  process, 
or  any  equivalent  of  that  function.  The  only  possible  con- 
clusion is  that  the  accused  process  does  not  infringe  claim  9 
of  the  Proler  reissue  patent. 

Appellant's  brief  does  not  contradict  or  challenge  the 
affidavit  of  Prof.  Hassialis,  but  it  states  incorrectly  that 
the  Hassialis  affidavit  failed  to  advise  the  Court  whether 
the  pieces  counted  by  him  were  merely  small  chips  knocked 
off  the  larger  fragments.  The  Hassialis  affidavit  states 
clearly  that  he  counted  only  "plus  %  inch  pieces"  (A.  12a, 
13a;  R.  348,  349)  and  that  the  ratio  of  subdivision  would 
have  been  much  higher  if  pieces  %  inch  or  smaller  had 
been  counted. 

Again,  appellant  does  not  contradict  or  challenge  the 
statement  in  the  Hassialis  affidavit  that  recycling  is  a 
standard  and  recognized  technique,  kno^\Ti  as  "closed  cir- 
cuit operation",  for  operating  a  hammermill  efficiently. 
Appellant  relies  on  the  Pennington  affidavit  which  merely 
points  out  that  the  texts  referred  to  by  Prof.  Hassialis 
deal  with  the  recycling  of  rock  and  brittle  material  and 
not  wdth  shredded  sheet  steel.  The  Pennington  affidavit, 
however,  does  not  deny  that  the  underlying  theory  for  the 
increase  in  efficiency  applies  equally  to  a  closed  circuit 
operation  of  a  hammermill  regardless  of  whether  it  is  frag- 
mentizing rock  or  ferrous  shredded  scrap. 

Appellant  also  overlooks  the  fact  that  the  Proler  reissue 
patent  itself  refers  to  the  fragmentizing  of  rock  as  relevant 
to  the  art  of  size  reduction  at  column  1,  lines  31-34,  in  the 
statement : 
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"A  further  object  of  the  invention  is  to  produce  a 
flowable  material,  analogous  to  graded  hard  coal  or 
rock*  *  •" 

If  appellant  set  out  to  achieve  an  analogous  product  it  must 
follow  that  analogous  prior  art  procedures  should  be  recog- 
nized as  relevant. 

Appellant  tries  to  bridge  the  gap  between  the  functions 
of  hammermills  and  rolling  mills  by  irrelevant  references 
to  a  "nuggetizer",  a  hanmierniill  specially  designed  by 
the  Williams  Patent  Crusher  &  Pulverizer  Company  to 
"nuggetize"  ferrous  pieces.  The  "nuggetizer"  is  a  spe- 
cial type  of  apparatus  and  the  subject  of  the  Williams 
patent  No.  3,283,698  (appellant's  Ex.  P).  It  is  undisputed 
that  appellees  do  not  use  and  have  never  used  a  "nug- 
getizer"  in  the  accused  process  (Williams  dep.  of  June  21, 
1967,  p.  49,  Burlingame  dep.  of  June  1,  1966,  pp.  12,  13  and 
37).  On  the  contrary,  the  uncontroverted  Hassialis  afli- 
davit  establishes  that  appellees'  hammermill  fragmentizes 
the  recycled  pieces  and  operates  in  the  manner  of  conven- 
tional hammermills. 

In  its  brief  appellant  has  made  reference  to  an  affidavit 
of  Derlacki  filed  in  the  1963-64  Texas  case  stating  that 
appellees  had  no  plans  "to  recycle  any  of  its  product  or 
to  compact  the  individual  particles  of  the  product  in  the 
foreseeable  future"  and  argues  that  in  a  year's  time  appel- 
lees "were  obviously  forced  to  add  the  third  step" — re- 
cycling. There  are  no  facts  in  dispute  and  no  adverse  in- 
ferences to  be  drawn  from  the  facts.  In  1963  Derlacki 's 
deposition  was  taken  by  Proler  in  the  Texas  case  and  he 
tostified  as  follows: 
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"Q.  — there  are  no  plans  for  compacting  the  lighter 
material?"     A.  That  is  right. 

"Q.  What  do  you  mean  by  that  answer!  A.  I 
mean  by  that  that  we  have  no  plans  for  doing  anything 
but  putting  it  into  a  shipping  container  right  now. 

"In  the  future,  if  we  feel  it  desirable  to  get  a 
greater  effective  density  from  this  material,  we  do  not 
plan  to  compact  it,  or  to  press  it  together.  We  have 
the  option,  if  we  so  desire,  of  taking  that  material  and 
putting  it  back  through  our  whole  process  again,  plac- 
ing it  on  the  main  feed  conveyor. 

"Q.  Reshredding  it?  A.  Reshredding  it,  right." 
(Derlacki  dep.,  1963,  p.  73) 

This  is  a  clear  statement  that  at  the  time,  1963,  appellees 
did  not  intend  to  compact  but  that  they  had  the  option  of 
putting  material  ''back  through  the  whole  process  again" 
by  "placing  it  on  the  main  feed  conveyor"  to  reshred  it. 
The  Derlacki  aiSdavit  filed  in  1964  merely  reaffirmed  this 
position. 

The  record  is  clear  that  there  was  an  experimental  peri- 
od during  1963,  1964  and  into  1965  in  which  the  effect  on 
density  and  overall  wear  of  the  grate  bar  openings,  large 
and  small,  was  investigated  (A.  8a;  R.  343;  dep.  R.  Ablon 
pp.  72,  75-79,  81;  dep.  C.  Ablon  pp.  39-44).  Burlingame 
called  it  a  "learning"  period  (Burlingame  dep.  of  June  1, 
1966,  p.  21).  As  a  result  of  these  experiments,  appellees 
decided  to  use  larger  grate  openings  to  minimize  hammer- 
mill  wear  and  overgrinding  and  to  separate  and  recycle  the 
larger  fragments  to  maintain  the  density  of  the  product 
(A.  9a;  R.  343;  Magness  dep.  of  Oct.  29,  1965,  pp.  49-50). 
This  course  of  events  is  not  inconsistent  with  Derlacki 's 
testimony  and  affidavit  in  the  earlier  Texas  litigation. 
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Appellant  implies  that  appellees  were  forced  to  recycle 
to  obtain  a  product  of  high  enough  density.  The  Proler 
reissue  patent  states  the  product  produced  thereby  "will 
have  a  density  of  at  least  50  pounds  per  cubic  foot  and 
usually  more  in  the  vicinity  of  60  pounds  per  cubic  foot  or 
even  higher"  (A.  5a,  column  3,  lines  27-29;  E.  338).  It  is 
a  matter  of  record  and  not  disputed  that  appellees  produced 
a  product  of  up  to  80  pounds  per  cubic  foot  prior  to  May 
1965  without  recycling  (Derlacki  dep,  of  Oct.  29,  1965,  p. 
100),  and  that  its  customer  preferred  a  product  of  about  70 
pounds  per  cubic  foot  (Burlingame  dep.  of  Oct.  30, 1965,  pp. 
17,  68,  95).  The  argument,  however,  is  irrelevant  and 
diversionary  because  the  controlling  fact  on  noninfringe- 
ment is  that  in  appellees'  process  the  larger  pieces  of  frag- 
mentized scrap  which  are  recycled  through  the  hammermill 
are  further  fragmentized  and  subdivided,  as  established  by 
the  Hassialis  affidavit  (A.  10a;  R.  345).  Appellant  cannot 
and  has  not  denied  this  fact  by  questioning  appellees' 
motive  for  recycling. 

There  being  no  dispute  as  to  the  controlling  evidentiary 
facts,  the  Court,  comprehending  the  nature  of  the  patented 
process  and  the  alleged  infringing  process  on  the  basis  of 
the  record  and  exliibits,  properly  determined  that  the  ac- 
cused process  did  not  infringe  claim  9  of  the  Proler  reissue 
patent  as  a  matter  of  law.  KiinTxset  Locks  v.  HiUgren,  210 
F.2d  483  (9th  Cir.  1954),  cert,  denied,  347  U.  S.  989  (1954) 
and  cases  cited,  infra,  pp.  53,  54. 

Appellees  have  advanced  the  arguments  that  (1)  shred- 
ding of  the  recycled  fragments  in  a  hammermill  does  not 
occur  "while  maintaining  the  individuality  of  the  separate 
pieces"  as  is  essential  to  claim  9  of  the  Proler  reissue 
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patent;  (2)  shredding  in  a  hammermill  is  not  the  equivalent 
of  the  compacting  function  of  rolls;  and  (3)  the  use  of  a 
device  known  to  the  prior  art  (a  hammermill)  in  a  manner 
known  to  the  prior  art,  i.e.,  to  treat  recycled  fragments  and 
to  simultaneously  treat  the  unrecycled  fragments,  cannot 
infringe  claim  9  of  the  Proler  reissue  patent. 

Summary  judgment  of  noninfringement  is  justified  on 
each  of  these  grounds. 


C.  Claim  9  of  the  Proler  Reisue  Patent  Is 
Invalid  Because  the  Invention  Claimed 
Therein  Is  Not  the  Invention  Disclosed 
in  the  Original  Proler  Patent 

1.    The  Applicable  La'w 

The  reissue  of  inoperative  or  invalid  patents  is  author- 
ized pursuant  to  35  U.S.C.  §251  (A.  34a)  which  reads  in 
part: 

"*  *  *  the  Commissioner  shall  *  *  *  reissue  the  patent 
for  the  invention  disclosed  in  the  original  patent  *  *  * 
No  new  matter  shall  be  introduced  into  the  application 
for  reissue."  (Emphasis  ours) 

The  requirement  that  the  reissue  must  be  for  the  same 
invention  as  the  invention  described  in  the  original  patent 
has  long  been  recognized.  In  Parker  and  Whipple  Co.  v. 
Yale  Clock  Co.,  123  U.S.  87,  98  (1887)  the  Court  stated: 

"*  *  *  Letters-patent  reissued  for  an  invention  sub- 
stantially different  from  that  embodied  in  the  original 
patent  are  void  and  of  no  effect  *  *  *" 
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In  U.S.  Chemicals  Co.  v.  Carbide*  315  U.S.  668  (1942), 
rehearing-  denied,  316  U.S.  708  (1942),  the  Supreme  Court 
held  a  reissue  patent  invalid  for  failure  to  satisfy  this  re- 
quirement of  the  patent  reissue  statute  on  facts  which  bear 
a  striking  similarity  to  the  facts  of  this  case. 

Both  in  the  U.S.  Chemicals  case  and  in  this  case  the  orig- 
inal patent  described  and  claimed  as  essential  a  process 
step  which  in  the  reissue  was  characterized  as  optional  or 
permissive  to  justify  broadening  the  patent. 

In  this  case  the  patentee  went  even  further  in  that  dur- 
ing the  prosecution  of  the  original  patent  Proler  charac- 
terized the  roasting  step  of  the  process  as  "of  major  im- 
portance" (E.  446)  and  "to  a  large  extent  responsible  for 
the  tremendous  commercial  success"  of  the  process  (R. 
396),  and  relied  on  the  roasting  step  to  distinguish  the 
Proler  process  from  the  prior  art  (R.  379-401,  435-473). 

In  the  U.S.  Chemicals  Co.  case  the  Supreme  Court  held 
the  reissue  patent  invalid  for  claiming  an  invention  differ- 
ent from  the  one  described  in  the  original  patent.  Claim  9 
of  the  Proler  reissue  patent  was  properly  held  invalid  for 
the  same  reason. 

The  patent  in  the  U.S.  Chemicals  case  related  to  a  proc- 
ess for  producing  ethylene  oxide  by  subjecting  ethylene  to 

*  The  Parker  and  Whipple  and  U .  S.  Clicmicals  cases  were  decided 
prior  to  the  enactment  of  the  Patent  Act  of  1952.  The  predecessor 
statute  (35  U.S.C.  §64)  required  that  the  patent  be  issued  "for  the 
same  invention,"  while  the  new  statute  states  that  the  patent  is  re- 
issued "for  the  invention  disclosed  in  the  original  patent."  No  change 
in  the  law  was  intended.  P.  J.  Federico,  Commentary  on  the  New 
Patent  Act  44  (1954).  In  both  the  Parker  and  Whipple  and  U.  S. 
Chemicals  cases  the  courts  considered  the  entire  disclosures  of  the 
original  patents  in  determining  whether  the  inventions  thereof  were 
the  same  as  the  inventions  of  the  reissued  patents. 
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the  simultaneous  action  of  the  oxygen  of  air  and  of  water 
in  the  presence  of  a  catalyzer  and,  if  need  be,  of  hydrogen. 
All  of  the  claims  of  the  original  patent  included  as  an  in- 
tegral step  of  the  process  the  voluntary  addition  of  water. 
In  the  reissue  patent  the  addition  of  water  was  stated  to  be 
optional  and  eliminated  as  an  essential  step  of  the  process. 
At  the  trial  expert  testimony  was  introduced  to  establish 
that  the  introduction  of  water  was  immaterial  and  unneces- 
sary, and  the  lower  courts  held  the  reissue  patent  in  suit 
valid. 

The  Supreme  Court  held  that  the  lower  courts  erred  in 
relying  on  expert  testimony  introduced  at  the  trial  as  to 
whether  or  not  the  addition  of  water  was  essential  to  the 
invention  described  in  the  original  patent.  The  invention 
of  the  original  patent  is  what  is  described  and  claimed  in 
the  original  patent  and  not  what  the  experts  later  conclude 
was  the  invention.  The  Court  determined  on  the  basis  of 
an  examination  of  the  disclosure  of  the  original  patent  that 
the  introduction  of  water  was  described  as  essential  in  the 
process  described  in  the  original  patent,  and  this  was  con- 
trolling over  the  experts'  testimony  that  the  introduction 
of  w^ater  was  not  in  fact  essential. 

The  Court  also  took  into  consideration  that  the  original 
patent  described  the  introduction  of  water  as  an  integral 
step  of  the  process  and  not  merely  an  optional  or  permis- 
sive step.    The  Court  stated  (page  673) : 

"Various  options  or  alternatives  are  mentioned  in 
the  specifications,  but  nowhere  in  them,  or  in  the  claims, 
is  the  introduction  of  water  treated  as  optional  or  per- 
missive.   The  District  Court  made  no  finding  directed 


41 

to  this  fact,  but  the  court  below  definitely  holds,  and 
we  agree,  that,  in  the  process  defined  in  the  original 
patent,  the  voluntary  introduction  of  water  into  the 
reaction  chamber  is  mandatory." 

The  Court  in  the  U.S.  Chemicals  case  further  stated 
(page  677) : 

''On  the  face  of  the  papers,  the  process  described  in 
the  original  patent  included  a  step  not  designated  as 
optional  or  desirable  but  described  and  claimed  as  an 
integral  part  of  the  whole  operation." 

This  is  significant  in  the  present  case  because  certain 
steps  were  described  in  the  original  Proler  patent  as  op- 
tional, such  as  tromraeling  and  a  second  magnetic  separa- 
tion, but  roasting  was  described  as  an  integral  step  of  the 
Proler  process. 

The  Supreme  Court  concluded  that  the  combination  of 
steps  of  the  process,  excluding  the  introduction  of  water,  in 
the  reissue  patent  was  for  a  different  invention  than  was 
disclosed  in  the  original  patent  Avhere  the  use  of  water  was 
described  and  claimed  as  an  essential  step.  The  Court  held 
the  patent  invalid  (page  678) : 

"This  court  has  uniformly  held  that  the  omission 
from  a  reissue  patent  of  one  of  the  steps  or  elements 
prescribed  in  the  original,  thus  broadening  the  claims 
to  cover  a  new  and  different  combination,  renders  the 
reissue  void,  even  though  the  result  attained  is  the 
same  as  that  brought  about  by  following  the  process 
claimed  in  the  original  patent." 

See  also,  Scovill  Manufacturing  Co.  v.  Goldblatt  Broth- 
ers, 362  F.  2d  777  (7th  Cir.  1966) ;  Lockwood  v.  Langendorf 
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United  Bakeries,  Inc.,  324  F.  2d  82  (9th  Cir.  1963) ;  Sears 
Roebuck  S  Co.  v.  Minnesota  Mining  S  Mfg.  Co.,  243  F.  2d 
136,  144  (4th  Cir.  1957),  cert,  denied,  355  U.S.  932  (1958); 
Ballew  V.  Watson,  290  F.  2d  353  (D.C.  Cir.  1961) ;  Daniel 
V.  0.  <&  M.  Mfg.  Co.,  105  F.Supp.  336  (S.  D.  Tex.  1952) ; 
Kinnear-Weed  Corp.  v.  Humble  Oil  S  Refining  Co.,  150 
F.Supp.  143,  161  (E.D.  Tex.  1956),  afp'd  259  F.  2d  398  (5th 
Cir.  1958),  cert,  denied,  361  U.S.  903  (1959). 

2.  Roasting  Is  an  Essential  Step  of  the 
Invention  Disclosed  and  Intended  to  be 
Covered  in  the  Original  Proler  Patent 

Comparison  of  the  abandoned  Proler  application,  the 
original  Proler  patent  and  the  Proler  reissue  patent  and 
their  respective  file  histories  brings  the  instant  case  square- 
ly within  the  rationale  of  the  U.  S.  Chemicals  case. 

The  Court's  conclusion  that  roasting  was  an  essential 
step  of  the  invention  disclosed  and  intended  to  be  covered  in 
the  original  Proler  patent  was  based  on  undisputed  e\'i- 
dence  that  was  both  overAvhelmingly  and  clearly  docu- 
mented : 

1.  The  roasting  step  is  described  in  the  specification  of 
the  original  Proler  patent  (and  also  the  specifications  of 
the  abandoned  Proler  application  and  the  Proler  reissue 
patent)  as  an  integral  step  in  the  process,  and  the  tempera- 
ture is  specified  as  being  "within  the  range  of  1300°  F.  to 
1800°  F.  to  burn  off  adhered  nonferrous  material  such  as 
paper,  wood,  grease,  oil,  paint,  rubber  and  other  com- 
bustibles, melting  off  tin  and  lead  and  other  nonferrous 
coatings,  and  cracking  off  various  porcelain  and  stonelike 
finishes  (A.  5a,  column  2,  lines  35  through  49;  R.  338). 
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2.  In  the  original  Proler  patent  of  some  six  steps  in  the 
process  two  (trommeling  and  a  second  magnetic  separa- 
tion) are  described  as  optional — this  creates  a  presump- 
tion that  the  other  four — shredding,  first  magnetic  sepa- 
ration, roasting  and  compacting  by  rolls — are  essential. 

3.  The  abandoned  application,  the  original  Proler  pat- 
ent and  the  Proler  reissue  patent  describe  only  a  single 
preferred  embodiment  of  the  invention  summarized  in  all 
three  as  follows: 

**  According  to  a  preferred  method  embodying  the 
invention  an  appropriate  raw  material  is  reduced  to 
a  proper  size  by  milling  it  up  until  it  is  cut  to  a  size 
that  will  pass  a  grate  having  openings  somewhat  less 
than  a  foot  square,  the  resulting  shredded  material  is 
magnetically  separated,  the  separated  more  ferrous 
material  is  purified  by  counterflowing  it  through  a 
rotary  kiln  heated  to  about  1300°  to  1800°  F.*  at  the 
exhaust  end  to  melt  and  burn  off  adhered  non-ferrous 
material,  and  the  resulting  clean  scrap  is  compacted 
while  still  hot  by  rolling  exti'usion. "  (A.  5a,  column  1, 
lines  39  through  47;  R.  338;  appellant's  Ex.  Y) 

4.  In  the  preferred  embodiment  of  the  Proler  process 
the  roasted  scrap  is  compacted  between  the  rolls  19  while 
still  hot  (A.  5a,  column  1,  line  47  and  column  2,  line  60; 
R.  3.38). 

5.  All  of  the  process  claims  of  both  the  abandoned 
application  and  the  application  which  later  issued  as  the 
original  Proler  patent  contained  four  essential  steps,  name- 
ly, shredding,  separating,  roasting  and  compacting  (R. 
368-369,  423-424). 

*  C.  in  the  abandoned  application. 
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6.  All  of  the  claims  which  issued  in  the  original  Proler 
patent  contained  the  same  essential  four  steps. 

7.  If  there  still  can  be  any  doubt,  the  doubt  is  resolved 
by  the  attorneys'  arguments  (see  Court's  FF  2.3,  A.  21a- 
24a;  B.  611-615)  describing  the  roasting  step  as  "of  major 
importance",  "to  a  large  extent  responsible  for  the  tremen- 
dous commercial  success"  of  the  process,  and  a  step  which 
distinguished  the  process  from  the  other  prior  art  patents. 

On  the  basis  of  the  disclosure  of  the  original  Proler 
patent,  the  history  of  its  prosecution  and  the  attorneys' 
arguments  in  supiDort  of  patentability,  it  is  clear  from  the 
record  that  roasting  was  disclosed  as  and  intended  to  be  an 
essential  step  of  the  invention  of  the  original  Proler  patent. 

This  Court  need  not  resolve  by  expert  testimony  wheth- 
er in  fact  roasting  is  essential  or  optional  in  appellant's 
process.  In  the  U.  S.  Chemicals  case  the  Court  disregarded 
expert  testimony  that  the  same  result  would  have  been 
obtained  whether  or  not  water  was  introduced.  The  Court 
looked  to  the  record  to  determine  whether  the  invention 
intended  to  be  covered  in  the  original  patent  included  the 
voluntary  addition  of  water.  Here  it  is  clear  that  the  in- 
vention intended  to  be  covered  in  the  original  patent  in- 
cluded the  roasting  step. 

Appellant  cannot  avoid  the  effect  of  35  U.S.C.  "§.251 
(A.  34a)  and  the  TJ.  8.  Chetnicals  case  by  the  explanation 
that  during  the  prosecution  of  the  application  which  issued 
as  the  original  Proler  patent  and  after  the  citation  of  the 
Brooke  patent  it  changed  its  position  on  the  importance  of 
the  roasting  step.  The  Patent  Office  record  shows  that  even 
after  the  Brooke  patent  was  cited  appellant  failed  to  drop 
the  roasting  step  from  the  claims.     On  the  contrary,  the 
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claims  containing  the  roasting  limitation  which  actually 
issued  in  the  original  Proler  patent  were  submitted  after 
the  citation  of  the  Brooke  patent  (R.  462-465).  Further- 
more, the  statute,  35  U.S.C.  '§251,  and  the  U.  S.  Chemi- 
cals case  require  that  the  determination  of  whether  the 
reissue  is  for  the  same  or  a  different  invention  be  made 
on  the  basis  of  the  disclosure  of  the  original  Proler  pat- 
ent. Viewing  the  original  disclosure  both  in  respect  to 
the  specification  and  the  claims  it  is  apparent  that  roast- 
ing was  disclosed  as  one  of  four  essential  steps.  The  attor- 
neys'  arguments  during  the  prosecution  of  the  application 
only  resolve  any  doubt  on  the  question. 

Appellant  points  out  that  the  specification  of  the  orig- 
inal Proler  patent  and  the  Proler  reissue  patent  are  the 
same  and  that  the  stated  objects  of  the  invention  therein 
do  not  necessarily  require  roasting.  The  rationale  of  the 
!'.  S.  Chemicals  case  does  not  require  a  change  in  the 
reissue  specification  or  place  undue  emphasis  on  the  ob- 
jects. As  stated  above,  it  is  the  invention  that  is  disclosed 
in  and  intended  to  be  covered  in  the  original  patent  that 
controls,  and  not  the  changes  made  in  the  reissue  applica- 
tion. It  would  be  illogical  for  appellant  to  suggest  that  it 
is  in  a  better  position  because,  after  dropping  roasting  as 
essential  in  the  claims,  it  neglected  to  revise  the  reissue 
specification  to  describe  roasting  as  optional. 

Appellant  argues  that  claim  9  of  the  Proler  reissue 
patent  meets  every  test  laid  down  in  Monogram  Manufac- 
turing Co.  V.  Glemby,  136  F.2d  961  (2nd  Cir.  1943).  In  the 
Monogram  case  the  court  held  that  a  spring  was  an  optional 
and  not  an  essential  element  of  the  original  specification 
because  (pages  963  and  964)  the  original  specification  stated 
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that  the  spring  (the  element  eliminated  by  the  reissue) 
"may  be  provided  for  clamping  the  end  of  the  lock  of  hair" 
to  the  curling  member  "if  desired",  "but  this  is  not  neces- 
sary. ' ' 

Appellant  argues  that  in  the  Monogram  case  the  court 
gave  weight  to  the  fact  that  the  patentee  described  at  the 
beginning  of  the  patent  in  the  "objects  of  invention"  the 
components  of  the  patented  apparatus  and  did  not  specify 
that  the  spring  was  essential.  The  "objects  of  invention" 
of  the  original  Proler  patent  are  not  analogous  because 
they  do  not  describe  the  patent  process  but  are  concerned 
with  the  quality,  costs  and  characteristics  of  the  product. 
In  the  Monogram  case  it  was  apparent  on  the  face  of  the 
original  disclosure  that  the  spring  was  optional  and  not 
essential,  whereas  it  is  just  as  apparent  on  the  face  of  the 
original  Proler  patent  that  roasting  was  intended  to  be  an 
important  and  integral  step  of  the  Proler  process. 

Appellant  quotes  Application  of  Handel,  312  F.2d  943 
(CCPA  1963)  as  holding  that  it  is  improjoer  to  look  to  the 
claims  of  the  original  patent  to  see  what  applicant  intended 
to  cover.  The  Handel  case  holds  only  that  it  was  improper 
to  look  solely  to  the  claims  to  make  this  determination. 
Indeed,  the  Handel  case  supports  the  appellees'  position 
that  the  entire  disclosure  of  the  original  patent,  including 
the  claims,  should  be  considered  in  determining  whether 
the  reissue  claims  a  different  invention.  The  Court  stated 
(at  page  948) : 

"The  decisions  of  this  court,  both  before  and  after 
the  effective  date  of  the  1952  act,  are  also  to  the  effect, 
as  stated  in  In  re  DeJarlais,  233  F.2d  323,  43  CCPA 
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900,  904,  tliat  'It  is  also  well  settled  that  the  same  in- 
vention means  whatever  invention  was  described  in  the 
original  patent,  and  which  appears  to  have  been  in- 
tended to  be  secured  thereby.'  " 

When  the  entire  disclosure  of  the  original  Proler  patent 
is  considered,  as  appellees  have  urged  that  it  should  be,  it 
is  clear  that  roasting  was  disclosed  as  an  essential  step  in 
the  process  intended  to  be  covered  therein,  and  the  history 
of  the  prosecution  of  the  application  for  that  patent  only 
confirms  this  fact. 


D.  Claim  9  of  the  Proler  Reissue  Patent  Is  Invalid 
on  the  Ground  that  the  Defect  of  the  Original 
Proler   Patent   Did   Not  Arise  Through    Error 

Another  condition  for  the  reissue  of  a  patent  under  35 
U.S.C.  '^251  (A.  34a)  is  that  the  original  patent  must  be 
deemed  inoperative  or  invalid  "through  error  without  any 
deceptive  intention". 

A  patentee  must  show  that  the  defect  in  his  original 
patent  resulted  from  "error"  to  be  entitled  to  correct  that 
defect  through  reissue.  In  Lockivood  v.  Langendorf  United 
Bakeries,  Inc.,  324  F.2d  82  (9th  Cir.  1963)  the  Court  stated 
at  page  94: 

"The  right  to  a  reissue  of  a  patent  is  exceptional 
and  is  given  only  to  those  who  come  clearly  within  the 
exception.  It  must  affirmatively  appear  in  the  case  of 
a  reissue  patent  not  only  that  the  state  of  the  art  per- 
mitted a  broader  claim  than  in  the  original  patent,  but 
also  that  the  failure  to  claim  it  was  due  to  error  or 
inadvertence  *  *  *  When  a  patentee  has  once  declared 
himself  he  is  bound  by  the  claims  and  drawings  and 
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specifications  set  fortli  in  this  application  unless  he 
brings  himself  within  the  provisions  of  Sec.  251  by 
showing  some  error  or  inadvertence.  Absent  such  a 
showing,  the  right  to  a  reissue  does  not  lie.  Nor  is 
there  any  presumption  favoring  the  right  to  reissue." 

It  was  not  through  "error"  that  all  of  the  claims  of 
the  original  Proler  patent  were  limited  to  a  process  or  a 
product  made  by  a  process  which  included  the  step  of  roast- 
ing the  shredded  scrap  at  a  temperature  sufficient  to  remove 
substantially  all  nonferrous  material.  The  file  histories  of 
the  abandoned  Proler  application  and  the  original  Proler 
patent  show  beyond  dispute  that  the  patentee  relied  on 
roasting  as  "of  major  importance"  (R.  436),  "to  a  large 
extent  responsible  for  the  tremendous  commercial  success" 
of  the  process  (R.  396),  and  a  step  which  distinguished  the 
Proler  process  from  the  processes  of  the  prior  art  patents 
(R.  379-401,  435-473).  The  limitation  of  the  clauns  of  the 
original  Proler  patent  to  include  roasting  was  intentional, 
calculated  and  deliberate  with  full  awareness  of  the  conse- 
quences. 

Proler  knew  precisely  what  roasting  accomplished  in 
his  process,  and  he  elected  to  emphasize  the  importance  of 
roasting  during  the  prosecution  of  the  first  and  second 
applications  which  resulted  in  the  original  Proler  patent. 
The  claims  of  the  original  Proler  patent  as  issued  defined 
a  process  which  included  the  roasting  step.  Proler 's  deci- 
sion to  broaden  his  patent  by  reissue  was  not  to  correct  an 
error,  but  simply  because  he  changed  his  mind  about  the 
importance  of  the  roasting  step.  This  is  not  a  proper  basis 
for  reissue. 
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Appellant  cites  National  Nut  Co.  v.  Sontag  Chain  Stores, 
107  F.2d  318  (9tli  Cir.  1939)  as  support  for  its  contention 
that  "error  witkout  any  deceptive  intention"  means  noth- 
ing more  than  lack  of  fraudulent  intent.  This  construction 
fails  to  give  any  meaning  to  the  word  ' '  error ' '.  The  more 
reasonable  interpretation  of  Section  251  is  that  of  the  more 
recent  Ninth  Circuit  case  of  Lockwood  v.  Langendorf 
United  Bakeries,  Inc.,  supra,  in  which  the  Court  held  that 
to  comply  ^"ith  the  reissue  statute  it  must  affirmatively 
appear  that  the  failure  to  make  the  broader  claim  was  due 
to  error. 

Where  a  patentee  intentionally  limits  the  claims  of  his 
original  patent  to  stress  what  he  believes  to  be  a  novel  and 
distinctive  feature  and  then  changes  his  mind  as  to  the 
importance  of  that  feature  there  is  no  "error"  within  the 
meaning  of  the  statute  to  justify  reissuing  the  patent. 

In  Daniel  v.  0.  d  M.  Mfg.  Co.,  105  F.Supp.  336  (S.D. 
Tex.  1952),  the  Court  held  a  broadening  reissue  patent  in- 
valid because  the  claims  had  been  intentionally  limited  on 
the  basis  of  facts  known  to  the  inventor  at  the  time  that  he 
filed  his  original  application  for  patent.  The  court  states 
at  page  343 : 

"Claims  2  through  8  of  the  Salzer  reissue  patent 
are  invalid  for  the  further  reason  that  as  a  re-issue 
patent  it  was  improperly  issued  because  under  the 
facts  there  is  no  inadvertence,  accident  or  mistake 
which  is  a  requisite  for  authorizing  a  re-issue  patent 
under  the  statute.  More  speciiically,  there  is  no  in- 
advertence, accident  or  mistake  as  required  by  the 
statute  because  that  which  is  claimed  in  the  re-issue 
patent  was  known  to  the  inventor  Salzer  at  the  time  he 
filed  his  original  application  for  patent.    He  purposely 
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omitted  disclosing  in  his  original  patent  a  machine 
ivithout  'creasing  elements'  because  he  had  built  one, 
found  it  unsatisfactory,  and  had  then  built  a  machine 
with  'creasing  elements'  as  disclosed  in  his  patent. 
Cridlebaugh  v.  Rudolph,  supra;  General  Radio  Co.  v. 
Allen  B.  DuMont  Laboratories,  Inc.,  3  Cir.,  129  F.2d 
608,  611;  Toupet-Taylor  Engineering  Co,  v.  Red  Dog 
Mfg.  &  Supply  Co.,  3  Cir.,  16  F.2d  454." 

See  also  Miller  v.  Brass  Co.,  104  U.S.  350,  355  (1881); 
Ballew  V.  Watson,  290  F.2d  353  (D.C.  Cir.  1961) ;  Dill  Mfg. 
Co.  V.  J.  W.  Speaker  Corporation,  83  F.Supp.  21  (E.D. 
Wise.  1949),  aff'd,  179  F.2d  278  (7th  Cir.  1950). 

In  the  absence  of  any  error  upon  which  the  reissue  of 
the  original  Proler  patent  could  have  been  based,  the  re- 
issue of  the  patent  was  improper  and  reissue  claim  9  is 
invalid. 


E.  Claim  9  of  the  Proler  Reissue  Patent  Is 
Invalid  Because  the  Record,  Including 
the  Oath,  Fails  to  Show  Any  Error 

There  is  nothing  in  the  entire  file  history  of  the  Proler 
reissue  patent  (R.  484-517)  which  states  the  facts  consti- 
tuting the  "error"  relied  on  as  the  basis  for  the  reissue. 
The  only  reference  to  the  "error"  is  that  portion  of  the 
oath  filed  in  support  of  the  application  for  the  Proler  re- 
issue patent  which  states  as  follows : 

"Deponent  further  deposes  and  says  that  the 
failure  to  include  claims  broad  enough  to  properly 
protect  the  invention  arose  through  error  and  without 
any  deceptive  intention  on  the  part  of  Deponent,  *  *  * 
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"The  error  in  failing  to  include  claims  broadly  de- 
fining the  purifying  step  arose  during  the  prosecution 
of  the  application  for  the  patent,  and  was  not  discov- 
ered until  after  the  patent  had  issued,  in  a  conversa- 
tion between  applicant  and  his  attorney  on  November 
17,  1960"  (R.  495-496). 

The  Commissioner  of  Patents  erred  in  accepting  the 
oath  couched  in  the  general  terms  of  the  statute.  The  oath 
should  have  set  forth  the  facts  to  show  that  error  was 
actually  committed  and  how  the  error  arose. 

As  was  stated  in  General  Radio  Co.  v.  Allen  B.  DuMont 
Laboratories,  129  F.2d  608,  612  (3d  Cir.  1942),  cert,  denied 
317  U.S.  654  (1942): 

"We  are  satisfied  that  an  applicant  who  wishes  to 
obtain  the  benefits  of  the  reissue  statute  must  make  a 
specific  showing  of  the  circumstances  from  which  the 
conclusion  of  inadvertence,  accident  or  mistake  may 
be  dra^vn  by  the  Commissioner  and  that  he  does  not 
comply  with  the  statute  by  a  mere  sworn  averment 
couched  in  the  statutory  terms  or  by  a  showing  that 
the  patentee  or  his  solicitors  committed  an  error  of 
judgment." 

See  also,  Lockwood  v,  Lam,gendorf  United  Bakeries,  Inc., 
supra,  p.  47. 

The  Commissioner  of  Patents  was  without  authority  to 
reissue  the  original  Proler  patent  by  reason  of  the  defective 
oath  filed  in  support  thereof  which  failed  to  show  any  error 
or  how  the  error  arose,  and  therefore  claim  9  of  the  Proler 
reissue  patent  is  invalid. 

Appellant  excuses  the  absence  of  any  affirmative  state- 
ment in  the  record  as  to  how  the  error  arose  on  the  grounds 
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that  1)  the  reissue  statute  does  not  require  an  oath,  and 
2)  Fehr  v.  Activated  Sludge,  84  F.2d  948  (7th  Cir.  1936), 
holds  that  a  deficient  oath  can  be  supplemented  by  addi- 
tional evidence  to  show  the  error  and  how  it  arose. 

Rule  175  of  the  Rules  of  the  United  States  Patent  OflSce 
in  Patent  Cases  requires  an  oath  accompanying  a  reissue 
application  *  *  *  "(4)  Particularly  specifying  the  errors 
relied  on  and  how  they  arose  or  occurred. ' '  The  oath,  there- 
fore, is  the  proper  vehicle  for  showing  the  existence  of 
eri'or  and  how  the  error  arose. 

Regardless  of  whether  or  not  the  reissue  statute  requires 
an  oath  and  whether  or  not  the  oath  can  be  supplemented 
by  additional  evidence,  it  is  clear  that  the  record  of  the 
proceedings  in  the  Patent  Office  must  affirmatively  show 
the  error  and  how  it  arose.  The  record  in  the  Proler 
reissue  patent  shows  that  the  failure  to  include  a  claim 
without  roasting  was  due  to  the  intentional  stress  placed 
on  the  step  in  the  original  disclosure  and  during  the  pros- 
ecution of  the  application  for  the  original  Proler  patent. 
The  record  clearly  shows  that  there  was  no  error,  and  it 
follows  that  it  also  fails  to  show  how  the  error  arose. 


V.     SUMMARY  JUDGMENT  WAS  PROPERLY 
GRANTED 

The  Court  below  recognized  that  summary  judgTiient 
could  be  granted  in  favor  of  appellees  on  all  five  grounds 
without  the  need  for  expert  testimony  and  without  the 
necessity  of  resolving  any  disputed  fact.  The  Court  con- 
cluded on  the  basis  of  the  undisputed  facts  and  upon  proper 
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construction  of  claim  9  of  the  Proler  reissue  patent,  the 
prerogative  of  a  court  and  not  of  a  jury  when  the  e\'iden- 
tiary  facts  are  not  in  dispute,  that  there  was  no  infringe- 
ment of  the  claim  by  appellees,  and  that  the  claim  is  invalid. 

In  the  absence  of  a  genuine  issue  of  material  fact  in- 
volved in  the  adjudication  of  issues  which  are  dispositive 
of  patent  infringement  cases,  the  Supreme  Court  and  the 
courts  in  the  Ninth  Circuit  have  found  summary  judgment 
to  be  a  proper  basis  for  disposing  of  patent  infringement 
and  validity.  Milcor  Steel  Co.  v.  George  A.  Fuller  Co.,  316 
U.S.  143  (1942) ;  Henderson  v.  A.C.  Spark  Plug  Div.  of 
General  Motors  Corp.,  366  F.2d  389  (9th  Cir.  1966) ;  Rankin 
V.  King,  272  F.2d  254  (9th  Cir.  1959) ;  Englehard  Industries 
V.  Research  Instrumental  Corp.,  324  F.2d  347  (9th  Cir, 
1963),  cert,  denied,  377  U.S.  923  (1964) ;  Indiana  General 
Corp.  v.  Lockheed  Aircraft  Corp.,  249  F.  Supp.  809  (S.D. 
Calif.  1966) ;  Rilei/  v.  Broadivay-Hale  Stores,  Inc.,  114  F. 
Supp.  884  (S.D.  Calif.  1953),  aff'd,  217  F.2d  530  (9th  Cir. 
1954) ;  Dolgoff  v.  Kaijnar  Company,  18  F.E.D.  424  (S.D. 
Calif.  1955). 

In  Cee-Bee  Chemical  Co.  v.  Delco  Chemical  Co.,  263 
F.2d  150  (9th  Cir.  1958),  and  other  cases  relied  on  by  appel- 
lant, the  existence  of  a  genuine  issue  of  material  fact  pre- 
cluded the  courts  from  granting  summary  judgment.  In 
this  case  appellant  has  not  shown  that  there  is  an  issue  with 
respect  to  any  of  the  facts  on  which  the  Court  below  granted 
Mimmary  judgment.  As  was  stated  in  the  Henderson  case, 
supra,  at  p.  393: 

"The  mere  statement  that  'an  issue  exists'  does  not 
prevent  the  granting  of  a  summary  judgment  below. 
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To  abide  by  such  a  rule  would  emasculate  the  statute 
permitting  such  judgments." 

The  Court  below  in  the  absence  of  any  disputed  controlling 
facts  properly  and  correctly  ruled  as  a  matter  of  law  that 
the  claim  9  of  the  Proler  reissue  patent  was  invalid  and 
not  infringed.  In  granting  appellees'  motion  for  summary 
judgment  the  Court  below  heeded  the  admonition  of  this 
Court  in  the  Henderson  case,  supra,  at  p.  394 : 

"It  is  the  duty  of  the  trial  court  to  dismiss  a  patent 
suit  when  the  necessary  showing  is  made  on  a  motion 
for  a  summary  judgment." 

See  also,  Barkeij  v.  Lockheed  Aircraft  Corp.,  210  F.2d  1,  2 
(9th  Cir.  1954). 

VI.     CONCLUSION 

Appellant  has  not  shown  that  the  Court  below  resolved 
any  controlling  issue  of  fact  or  failed  to  consider  any 
material  fact  in  adjudging  claim  9  of  the  Proler  reissue 
patent  invalid  and  not  infringed  by  appellees.  Appellees 
respectfully  submit  that  the  judgment  was  properly  granted 
and  should  be  affirmed. 

Respectfully  submitted, 

McCuTCHEN,  Black,  Verlegek  &  Shea 
Max  K.  Jamison  and  Joseph  R.  Austin 

Brumbaugh,  Free,  Graves  &  Donohue 
Eben  M.  Graves  and  Frederick  C.  Carver 

Attorneys  for  Defendants-Appellees 
By 


Max  K.  Jamison 
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I  certify  that,  in  coimection  \nth  the  preparation  of  this 
brief,  I  have  examined  Rules  18,  19  and  39  of  the  United 
States  Court  of  Appeals  for  the  Ninth  Circuit,  and  that 
in  my  opinion  the  foregoing  brief  is  in  full  compliance 
Trith  those  rules. 

This  is  to  certify  that  three  copies  of  this  brief  have 
been  served  on  counsel  for  the  appellant  by  mailing  them 
to  their  addresses  of  record. 


Max  K.  Jamison 
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